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COMPREHENSIVE  HEALTH  CARE  REFORM: 
THE  NEED  FOR  ACTION 


THURSDAY,  MAY  20,  1993 

U.S.  Senate, 
Committee  on  Labor  and  Human  Resources, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:18  a.m..  in  room 
SD-430,  Dirksen  Senate  Office  Building,  Senator  Edward  M.  Ken- 
nedy (chairman  of  the  committee)  presiding. 

Present:  Senators  Kennedy,  Pell,  Metzenbaum,  Simon,  Wofford, 
Jeffords,  and  Thurmond. 

Opening  Statement  of  Senator  Kennedy 

The  Chairman.  We'll  come  to  order.  I'll  put  my  full  statement  in 
the  record. 

What  we  are  basically  focusing  on  today  are  what  the  costs  of  our 
health  care  system  are,  what  tney  will  be  if  we  do  nothing,  and 
what  savings  can  be  achieved  if  we  pass  an  effective,  universal, 
comprehensive,  quality  health  care  program  that  has  some  strict 
and  effective  cost  containment. 

Costs,  I  think,  are  reflected  for  the  average  family  by  the  in- 
creases that  they  are  paying  out-of-pocket,  the  increases  that  they 
are  paying  to  the  hospitals  and  doctors  in  local  communities.  For 
those  that  have  coverage,  it  is  reflected  in  the  loss  of  increased 
wages  in  a  very,  very  real  way.  The  last  problem  is  being  faced  by 
small  businessmen  and  small  businesswomen.  And  we  are  going  to 
hear  a  very  moving  story  from  a  very  small,  good  company  about 
the  kinds  of  human  tragedies  that  have  affected  that  business  and 
the  members  of  their  family  over  periods  of  recent  years — a  story 
abut  the  impact  of  exploding  health  care  costs  on  small  business. 
We  are  going  to  hear  about  the  explosions  in  the  cost  of  health  care 
insurance  by  many  of  our  maior  companies  and  corporations  that 
have  been  extremely  successful. 

And  we  are  going  to  hear  what  the  results  will  be  if  we  do  noth- 
ing and  what  Kind  of  savings  can  be  achieved  if  we  have  a  good 
program.  I  think  all  of  us  are  mindful  today  in  the  Congress  and 
Senate  of  the  United  States  of  all  of  the  kinds  of  efforts  that  are 
being  made,  by  both  political  parties  and  the  leadership  that  is 
being  provided  by  the  President,  on  how  we  are  going  to  deal  with 
the  deficit  and  how  we  are  going  to  deal  with  the  debt. 

I  think  all  of  us  who  have  been  involved  in  the  health  care  issue 
over  a  number  of  years  understand,  as  President  Clinton  has  re- 
peatedly said,  that  no  matter  what  we  do  up  here,  no  matter  which 
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program  has  been  offered,  we  will  not  be  able  to  advance  the  long- 
range  economic  interest  of  this  country  if  we  don't  get  health  care 
costs  under  control. 

And  so,  to  many  of  us,  this  is  the  core  issue  for  our  economy  and 
for  the  future  of  American  families.  And  we  very  much  appreciate 
Dr.  Tyson  being  with  us  here  today.  We  understand  at  the  outset 
that  she  is  not  here  to  testify  on  the  particular  details  of  the  Presi- 
dent's program.  The  President  has  indicated  that  they  would  make 
that  presentation  some  time  next  month.  This  committee  will  have 
ample  opportunity  to  review  it  in  great  detail.  Members  who  reallv 
want  to  consider  that  program  will  have  time  to  do  so  with  top  ad- 
ministration officials. 

But  what  we  are  basically  here  for  today  is  to  try  and  review  the 
context  in  which  that  proposal  is  going  to  be  advanced  and  what 
the  inevitable  consequences  will  be  if  we  fail  to  take  any  action  at 
all. 

[The  prepared  statement  of  Senator  Kennedy  follows:] 

Prepared  Statement  of  Senator  Kennedy 

Next  month.  President  Bill  Clinton  will  submit  his  plan  for  com- 
prehensive health  care  reform.  The  plan  will  be  far-reaching,  and 
it  will  be  debated  fully  and  extensively  in  Congress.  We  all  know 
that  action  is  coming.  As  today's  hearing  will  make  clear,  the  cost 
of  inaction  would  be  the  greatest  cost  of  all. 

Under  the  current  system,  the  cost  of  health  care  is  out  of  con- 
trol. No  American  families  can  be  confident  that  the  health  insur- 
ance that  protects  them  today  will  be  there  tomorrow  if  serious  ill- 
ness strikes,  if  they  change  their  job  or  lose  their  job,  or  if  their 
employer  decides  to  cut  costs  by  cutting  coverage. 

The  escalation  in  health  care  costs  is  one  of  the  most  serious 
threats  to  our  economy.  The  rise  in  living  standards  has  always 
been  one  of  the  cornerstones  of  the  American  dream.  Throughout 
our  history,  each  generation  has  been  able  to  guarantee  that  the. 
next  generation  will  be  better  off  than  the  one  before — until  now. 
Today,  rising  health  care  costs — more  than  any  other  single  fac- 
tor— are  undermining  that  promise.  Dollars  that  should  be  goin^  to 
economic  growth  are  being  siphoned  off  by  health  cost  inflation, 
with  little  or  nothing  left  for  higher  wages,  better  living  standards, 
or  investment  in  pressing  social  needs  like  education. 

The  Federal  deficit  is  tne  source  of  immense  concern  to  Congress, 
the  Administration  and  the  American  public.  Escalating  health 
care  costs  are  at  the  heart  of  the  deficit.  The  Congressional  Budget 
Office  has  estimated  that  the  overall  deficit  could  be  cut  in  half  in 
five  years  if  health  care  spending  is  kept  to  the  same  rate  of 
growth  as  the  rest  of  the  budgets-even  if  no  other  steps  are  taken 
to  reduce  spending  or  increase  taxes. 

The  cruelest  consequence  of  our  current  crisis  is  the  large  and 
growing  number  of  Americans  without  the  access  to  the  essential 
health  care  that  should  be  their  basic  right.  Thirtv-seven  million 
Americans  have  no  coverage  at  all  today.  More  than  60  million 
were  without  coverage  at  some  time  in  the  last  2  years.  Millions 
more  have  inadequate  coverage. 

The  impact  of  the  health  care  crisis  pervades  every  sector  of  our 
economy — large  businesses,   small  businesses,   labor  unions.   All 


have  been  hit  hard  by  rising  costs.  Often,  in  collective  bargaining 
today,  the  most  difficult  issue  to  resolve  is  the  cost  of  health  care 
benefits. 

Our  witnesses  today  will  document  this  problem.  Laura  Tyson, 
Chair  of  the  President's  Council  of  Economic  Advisers,  will  analyze 
the  current  health  care  system  and  its  impact  on  the  economy,  the 
budget,  and  the  country.  Her  testimony  marks  the  first  systematic 
economic  analysis  by  the  Clinton  Administration  of  the  current  sys- 
tem. 

John  Sheils,  a  distinguished  health  policy  analyst  from  the  re- 
spected consulting  firm  of  Lewin-VHI,  will  present  the  results  of  a 
new  study  of  the  impact  of  health  care  costs  and  wages,  and  new 
projections  of  the  number  of  the  uninsured.  Robert  Crandall,  the 
President  and  Chairman  of  American  Airlines,  will  describe  the  cri- 
sis in  health  care  from  the  perspective  of  American  business.  Mor- 
ton Bahr,  the  president  of  the  Communications  Workers  of  Amer- 
ica, will  describe  the  pressures  of  the  current  system  on  wages  and 
on  labor-management  relations. 

Francine  Wilson,  a  dispatcher  at  a  trucking  company,  will  de- 
scribe the  struggle  of  her  small  business  in  Massachusetts  to  pro- 
vide health  insurance  coverage  for  her  workers  and  stay  solvent — 
a  struggle  typical  of  small  businesses  throughout  the  country. 

The  Nation  has  paid  a  heavy  price  for  many  years  of  inaction  on 
health  reform,  and  we  will  pay  an  even  heavier  price  in  the  years 
ahead  if  we  lack  the  courage  to  act  now. 

welcome  our  witnesses,  and  I  look  forward  to  their  testimony. 

The  Chairman.  Senator  Jeffords. 

Opening  Statement  of  Senator  Jeffords 

Senator  Jeffords.  Mr.  Chairman,  thank  you.  I  will  be  brief. 

Senator  Jeffords.  I  will  have  to  be  leaving.  So  I  just  wanted  to 
certainly  praise  you  for  holding  this  hearing,  which  is  incredibly 
important. 

I  would  also  like  to  emphasize  one  thing  which  has  not  been 
talked  about,  and  that  is,  if  we  overload  the  payroll  tax  system, 
that  we  will  basically  rule  out  improvement  in  the  pension  systems 
that  are  so  badly  needed.  It  is  one  thing  to  have  good  health,  but 
it  is  a  lot  better  to  have  good  health  and  a  good  standard  of  living 
to  live  on.  And  so  I  am  deeply  concerned  that  if  we  get  leaning  too 
heavily  on  the  payroll  tax  and  not  going  to  a  more  general  univer- 
sal system  of  financing  that  we  will  make  it  impossible  to  improve 
and  to  extend  pension  benefits  to  over  half  of  our  people  that  do 
not  have  pension  plans  now. 

I  just  would  like  to  leave  that  with  you,  Mr.  Chairman.  And  I 
am  sorry  I  have  to  leave,  but  I  will  stay  as  long  as  I  can.  Thank 
you. 

The  Chairman.  Thank  you  very  much. 

Senator  Pell. 

Opening  Statement  of  Senator  Pell 

Senator  Pell.  Thank  you,  Mr.  Chairman.  I  would  ask  unanimous 
consent  to  insert  in  the  record  a  statement,  as  if  delivered. 
The  Chairman.  Without  objection,  so  ordered. 


Senator  Pell.  And  we  all  know  the  old  phrase,  "Justice  delayed 
is  justice  denied."  Well,  you  can  say  that  health  care  delayed  is 
health  care  denied  for  many  very  real  people.  And  what  we  are  in- 
terested in  this  hearing  is  to  learn  the  dollar  costs  as  well  if  we 
do  something  or,  more  to  the  point,  if  we  do  nothing  and  what  the 
impact  of  that  would  be  on  the  taxpayers  of  the  Nation. 

[The  prepared  statement  of  Senator  Pell  follows:] 

Prepared  Statement  of  Senator  Pell 

Mr.  Chairman,  I  thank  you  for  holding  today's  hearing  on  a  topic 
of  enormous  importance  to  every  American:  the  need  to  reform  our 
Nation's  health  care  system  and  the  very  high  cost  of  failing  to  im- 
plement major  reform. 

We  -all  know  that  there  has  been  considerable  speculation  about 
the  President's  plan:  what  it  will  look  like,  how  much  it  will  cost, 
and  whether  it  can  halt  health  care  costs  that  have  been  spiralling 
out  of  control  for  years. 

But  speculation  about  the  President's  plan  is  not  what  brings  us 
here  today.  What  brings  us  here  is  one  cold,  hard  fact:  unless  we 
act  to  reform  our  nation's  health  care  system,  costs  can  be  expected 
to  continue  to  increase  at  the  rate  of  about  $100  billion  annually, 
rising  from  $752  billion  in  1991  to  approximately  $1.7  trillion  in 
the  year  2000.  And  by  the  year  2000,  health  care  costs  are  expected 
to  account  for  18  percent  of  the  GDP  [gross  domestic  product),  up 
from  13.2  percent  in  1991.  These  are  facts  that  won't  change 
whether  you  are  a  Republican,  Democrat,  or  Independent. 

I  hope  that  we  can  spend  todayl  Mr.  Chairman,  focusing  on  facts 
and  not  on  speculation,  and  that  we  will  emerge  from  this  hearing 
with  solid  information  about  what  to  expect  in  the  future  if  we  fail 
to  act  now.  We  can  discuss  later  the  President's  plan,  or  any  other 
plan,  that  offers  the  best  solution  to  this  problem.  But  let's  spend 
today  describing  the  problem  in  terms  we  can  understand  and 
agree  upon;  let's  use  today  to  explain  to  the  American  people  the 
urgency  of  prompt  action  to  stop  these  spiralling  costs;  and  let's 
pledge  today  that,  at  least  in  this  important  debate,  politics  will 
take  a  back  seat  to  the  best  interests  of  our  Nation. 

Mr.  Chairman,  I  want  to  welcome  today's  witnesses  and  express 
my  appreciation  to  them  for  being  here  today. 

The  Chairman.  Senator  Thurmond. 

Opening  Statement  of  Senator  Thurmond 

Senator  Thurmond.  Mr.  Chairman,  I  ask  unanimous  consent 
that  my  statement  be  put  in  the  record. 

The  Chairman.  It  will  be  put  in  the  record. 

Senator  Thurmond.  I  will  be  here  for  a  little  while,  but  I  have 
another  meeting  I  will  have  to  go  to  shortly,  and  I  am  sure  you  will 
understand. 

[The  prepared  statements  of  Senators  Thurmond,  Hatch,  and 
Durenberger  follow:] 


Prepared  Statement  of  Senator  Thurmond 

Mr.  Chairman,it  is  a  pleasure  to  be  here  this  morning  to  receive 
testimony  on  comprehensive  health  care  reform.  I  want  to  join  my 
colleagues  in  welcoming  our  witnesses  here  today. 

Mr.  Chairman,  we  all  agree  that  our  current  health  care  system 
needs  fixing.  Our  primary  goal  will  be  how  to  fix  the  current  sys- 
tem without  losing  the  advantages  of  choice  and  quality  coverage 
we  currently  enjoy.  We  must  not  forget  that  the  American  health 
care  system  is  the  envy  of  the  world.  Foreign  leaders  and  dig- 
nitaries come  here  for  treatment.  Their  own  systems  simply  will 
not  provide  the  same  standards. 

I  believe  that  we  must  consider  how  to  change  the  habits  and  be- 
havior of  our  health  care  consumers  and  providers.  I  also  believe 
that  encouraging  diversity  and  choice  will  be  a  key  to  providing 
quality  coverage  at  a  reasonable  price. 

Mr.  Chairman,  I  am  concerned  that  there  is  a  continuing  rise  in 
tension  between  labor  and  management  over  health  care  in  collec- 
tive bargaining.  Labor  and  management  negotiations  used  to  typi- 
cally revolve  around  wages  and  work  standards.  Today,  it  seems, 
labor  and  management  negotiations  are  focusing  more  on  the  bene- 
fits associated  with  health  care  coverage. 

It  is  generally  estimated  that  there  are  approximately  35  million 
Americans  who  are  uninsured.  However,  I  understand  that  ap- 
proximately half  of  the  uninsured  lack  coverage  for  4  months  or 
less.  I  also  understand  that  of  those  remaining  only  15  percent  are 
uninsured  for  more  than  2  years. 

Mr.  Chairman,  our  witnesses  today  will  be  providing  some  much 
needed  insight  about  many  of  the  concerns  surrounding  health 
care.  I  look  forward  to  worlung  with  you,  as  well  as  other  members 
of  this  committee  and  the  Senate,  in  appropriately  addressing  this 
pressing  issue. 

Again,  I  would  like  to  welcome  our  witnesses  here  today,  and  I 
look  forward  to  reviewing  their  testimony. 

Prepared  Statement  of  Senator  Hatch 

Mr.  Chairman,  thank  you  for  scheduling  today's  hearing,  the  sec- 
ond in  our  examination  this  year  of  issues  relating  to  health  care 
reform. 

I  must  say,  however,  that  we  may  not  be  doing  this  in  the  right 
order. 

Our  first  health  care  reform  hearing  was  on  mental  health  bene- 
fits coverage.  Today's  hearing  is  on  the  high  cost  to  business,  gov- 
ernment, and  the  American  family  of  the  failure  to  enact  com- 
prehensive health  care  reform. 

If  we  can  design  a  good  system  to  address  the  health  care  cost 
problems  for  business,  government,  and  the  family,  maybe  mental 
health  coverage  wouldn^  be  as  necessary!  It  is  obvious  to  everyone 
that  coping  with  rising  costs,  forms,  and  bureaucracies  is  causing 
high  stress  levels. 

Seriously,  Mr.  Chairman,  this  is  an  important  hearing  with  testi- 
mony from  witnesses  who  will  address  very  important  issues. 

The  implications  of  health  care  reform  on  business  and  the  econ- 
omy are  tremendous,  and  that  is  why  we  must  move  ahead  very 


cautiously.  We  can't  continue  to  let  health  care  costs  consume  14 
percent  of  our  GDP,  nor  can  we  let  anv  solution  to  the  problem 
threaten  the  viability  of  the  free  market  economy  upon  which 
America  was  founded. 

Let  me  Just  give  you  one  example  of  how  profound  an  impact 
health  care  reform  efforts  can  have.  It  is  rumored  that  President 
Clinton  will  resurrect  some  kind  of  "pay  or  pla/'  mandate  on  em- 
ployers in  his  health  care  reform  plan,  and  I  think  that  would  be 
a  drastic  mistake. 

It  is  my  strong  belief  that  any  new  system  mandating  employer- 
paid  health  care  insurcmce  would  have  an  extremely  deleterious 
impact  on  employment  in  the  United  States. 

While  I  do  not  wish  to  rehash  our  debate  last  year  during  consid- 
eration of  S.  1227,  the  "pay  or  play  bill,"  I  think  evidence  brought 
to  light  during  our  consideration  can  be  illustrative. 

One  study,  for  example,  estimated  that  imposition  of  mandated 
health  benefits  could  place  over  9  million  jobs  "at  risk."  That  is,  9 
million  employees  would  be  subjected  to  the  substantial  possibility 
of  reduced  compensation,  fringe  benefits,  or  actual  loss  of  employ- 
ment. And,  these  were  the  jobs  of  those  we  were  trying  the  most 
to  help:  lower-wage  employees  and  minorities. 

I  will  not  prolong  this,  Mr.  Chairman,  but  I  bring  up  the  point 
to  show  the  seriousness  of  the  issue  at  hand.  I  look  forward  to  re- 
viewing the  testimony  of  our  witnesses  as  we  consider  the  design 
of  a  health  care  reform  proposal. 

Prepared  Statement  of  Senator  Durenberger 

Thank  you,  Mr.  Chairman.  I  applaud  the  committee  for  holding 
this  discussion  of  the  absolute  necessity  of  getting  health  care  costs 
under  control. 

Some  cynics  might  contend  that  having  yet  another  Capitol  Hill 
discussion  of  health  care  cost  inflation  amounts  to  bringing  coals 
to  Newcastle.  What,  after  all,  has  been  more  discussed  in  recent 
months  than  the  spiraling  cost  of  health  care? 

But  I  disagree  with  those  skeptics.  I  think  that  if  we  discuss  this 
question  long  enough,  we  will  finally  hit  upon  a  good  idea  or  two. 

In  this  context,  let  me  make  a  couple  of  brief  points. 

Point  One:  Having  the  Government  unilaterally  take  over  health 
care  is  no  panacea  for  rising  costs.  In  fact— unless  we  think  it 
through  very  carefully — it  would  certainly  result  in  the  exact  oppo- 
site. Without  the  discipline  of  a  working  market,  the  cost  of  health 
care  would  explode. 

By  all  means,  the  Federal  Government  should  serve  as  the  finan- 
cial guarantor  of  health  services  to  low-income  Americans.  But  if 
we  simply  impose  this  new  Federal  purpose  on  a  market  that 
doesn't  work,  there's  going  to  be  zero  cost  containment. 

An  establishment  that  positively  cringes  at  measures  like  entitle- 
ment caps  will  not  have  the  stomach  for  global  budgeting.  If  that's 
out,  how  are  we  going  to  control  costs?  Based  on  a  decade  and  a 
half  of  experience  in  tnis  town,  let  me  tell  you:  It  ain't  gonna  hap- 
pen. 

Point  Two:  We  can  make  the  market  work  before  buying  univer- 
sal coverage  for  Americans.  Some  people  are  calling  managed  com- 


petition  "a  fairy  tale" — but  it's  not  a  fairy  tale  when  we  see  it  work- 
ing in  several  key  markets. 

The  Mayo  Clinic  and  a  growing  number  of  multi-specialty  clinics 
in  the  United  States  have  achieved  a  sufficient  size  and  scale  to  be 
able  to  perform  excellent  medicine  at  low  prices.  Mayo's  cost  in- 
creases over  the  last  10  years  are  4.8  percent  a  year — compared  to 
a  national  average  of  9.6  percent. 

In  Los  Angeles  and  Miami  today,  consumers  pay  insurance  pre- 
miums that  are  78  percent  above  the  national  average — while  in 
Rochester,  MN,  they  are  22  percent  below  the  average. 

And  in  Minneapolis-St.  Paul,  they've  dropped  from  10  percent 
above  the  average  to  15  percent  below  the  average — thanks  to  10 
years  of  "managed"  competition. 

The  managed  competition  in  Minneapolis-St.  Paul  has  been 
"managed"  mainly  by  employers — and  the  "competition"  has  been 
among  several  strong  "accountable  health  plans"  fostered  by  those 
employers  in  the  Twin  Cities  area. 

And  look  at  another  key  indicator.  In  Dade  County,  Florida,  Med- 
icare pays  $548.49  per  enrollee  in  a  TEFRA  risk  contract.  In  St. 
Louis  County,  Minnesota,  the  rate  is  $267.40 — that  Dade  County 
rate  is  more  than  twice  as  high. 

That's  no  fairy  tale.  That's  a  fact. 

So  the  market  works  in  Minnesota,  and  not  in  some  other  places. 
So  what? 

I  don't  point  this  out  just  because  of  my  pride  in  my  home  State. 
It's  a  lesson  we  can't  ignore. 

People  in  different  parts  of  the  country  are  paying  substantially 
different  prices  for  the  same  health  care  services.  A  majority  of  the 
states  are  below  the  national  average,  and  about  a  dozen  States  are 
above  the  national  average.  The  enactment  of  immediate  universal 
coverage  would  mean  that  States  in  which  the  medical  practice  has 
been  conservative— or  in  which  there  have  been  successful  reform 
efforts — would  be  sending  large  amounts  of  tax  money  to  reward 
States  in  which  communities  and  caregivers  have  been  inefficient. 

I  would  contend  that  imposing  this  kind  of  "macro"  solution — 
when  some  of  the  "micro"  markets  are  showing  us  the  right  direc- 
tion for  reform — would  be  a  disaster. 

My  hope  is  that  this  hearing  will  address  constructively  the  les- 
sons we  can  learn  from  successful  market  reforms  that  have  al- 
ready taken  place  in  our  country.  Health  care  cost  containment  is 
too  important  an  issue  for  us  to  waste  time  on  costly  and  unproduc- 
tive blind  alleys.  Let's  take  our  time — ^be  thoughtful — and  do  it 
right. 

The  Chairman.  I  certainly  do  very  much. 

Senator  Woflford. 

Opening  Statement  of  Senator  Wofford 

Senator  Wofford.  Mr.  Chairman,  I  have  been  making  state- 
ments on  this  subject  for  2  years,  and  now  I  want  to  make  sure 
that  I  am  telling  the  truth.  I  am  looking  forward  to  hearing  the 
Chairman. 

The  Chairman.  Dr.  D' Andrea  Tyson,  the  distinguished  economist 
serving  as  the  chair  of  the  Council  of  Economic  Advisers  and  a 
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member  of  the  First  Lady's  Task  Force  on  Health  Care  Form,  has 
immersed  herself  in  the  economic  issues  involving  health  care. 

"What  she  has  found,  I  think  it  is  fair  to  say,  is  that  health  care 
reform  is  crucial  to  improving  living  standards,  controlling  the  defi- 
cit, and  putting  our  economy  on  a  sound  footing. 

We  are  delignted  to  have  you  here  this  morning  with  us  and  we 
look  forward  to  your  testimony. 

STATEMENT  OF  LAURA  IKANDREA  TYSON,  CHAIR,  COUNCIL  OF 
ECONOMIC  ADVISERS,  WASHINGTON,  DC 

Ms.  Tyson.  Thank  you  very  much,  Mr.  Chairman.  It  is  a  good 
opportunity  to  come  before  the  committee  to  discuss  the  con- 
sequences to  the  American  economy  if  we  do  not  act  soon  to  change 
the  way  health  care  is  financed  and  delivered  in  this  country. 

As  I  am  sure  everyone  by  now  knows,  we  are  committed  to  work- 
ing on  a  health  care  reform.  We  are  working  on  a  plan.  I  am  not 
here  to  discuss  the  plan  today,  but,  rather,  to  discuss  really  the 
case  for  why  we  must  do  something.  I  would  be  happy  to  come  back 
at  a  later  date  when  we  have  announced  the  plan  to  discuss  that 
with  you. 

I  think  the  case  for  why  we  must  do  something  is  very  compel- 
ling and  very  straightforward.  There  is  the  obvious  fact  of  36  mil- 
lion Americans  currently  lacking  health  insurance  and  the  fact  that 
an  increasing  number  of  people  fear  that  they  will  lose  their  health 
insurance  when  they  become  ill  or  when  they  change  their  job. 

In  addition,  there  is  clear-cut  evidence  that  the  way  we  finance 
the  system  and  exploding  health  care  costs  is  our  holding  down 
Americans'  wages,  our  threatening  if  not  undermining  our  efforts 
to  reduce  the  deficit,  and  our  limiting  the  flexibility  of  the  economy 
to  be  a  competitive  economy. 

Let  me  just  talk  about  some  of  the  facts,  which  I  have  to  say  just 
in  beginning  here  that  health  care  is  an  issue  which  I  have  learned 
a  tremendous  amount  about  over  the  past  several  months,  and  I 
have  really  found  the  facts  overwhelming  both  in  their  dramatic 
nature  and  in  what  they  say  about  if  we  do  nothing  what  will  hap- 
pen. 

In  1980,  America's  total  health  care  costs  were  $422  billion  or  9 

{)ercent  of  our  GDP.  A  mere  12  years  later,  they  are  now  $820  bil- 
ion;  that  is,  that  they  are  nearly  twice  as  high  as  they  were  in 
1980  and  they  are  14  percent  of  our  GDP. 

Per  capita,  we  now  spend  about  $3,100  per  person  on  health 
care.  By  comparison,  we  spend  $1,700  per  person  on  education  and 
$1,200  per  person  on  national  defense.  We  expect  that  our  per-cap- 
ita  health  care  spending  will  grow  at  an  average  annual  rate  of  5 
percent  between  now  and  the  year  2000  and  health  care  expendi- 
tures will  then  reach  18  percent  of  our  gross  domestic  product,  and 
that  is  a  rate  which  is  simply  unparalleled  anyplace  else  in  the 
world. 

It  is  true  that  escalating  health  care  costs  have  been  with  us  for 
a  while,  but  the  burden  has  been  growing.  Just  let  me  shovv  you. 
By  indicating  they  have  been  with  us  for  a  while,  I  indicate  in  my 
testimony  that  the  real  per-capita  cost  of  health  care  since  1965 
has  been  growing  at  4.5  percent  a  year.  By  contrast,  our  auto- 
mobile industry  has  grown  at  1.4  percent  a  year.  The  manufactur- 


ing  sector  as  a  whole  has  only  grown  at  2.8  percent  a  year.  So  we 
are  taking  an  economy  which  is  growing  at  a  rate,  say,  of  2.8  in 
the  manufacturing  sector  overall,  and  we  are  imposing  on  it  an  in- 
creasing health  care  burden  because  health  care  costs  are  growing 
so  much  more  rapidly. 

Now,  when  you  try  to  think  about  how  this  burden  shows  up  in 
economic  effects,  I  think  that  we  can  indicate  that  it  shows  up  in 
terms  of  £in  impact  on  wages,  an  impact  on  family  incomes  and  how 
they  spend  their  incomes,  an  impact  on  the  deficit,  and  an  impact 
on  the  ability  of  the  economy  to  be  a  flexible  economy. 

Let  me  start  with  the  impact  on  families.  But  before  I  do,  there 
is  one  point  I  want  to  emphasize,  which  is  because  I  am  a  compara- 
tive economist,  I  tend  always  to  look  at  how  we  are  doing  relative 
to  other  nations.  And  in  our  per-capita  spending  on  health  care 
right  now,  we  are  spending  significantly  more  than  other  nations, 
1.5  times  as  much  per  capita  on  health  care  here  as  in  Canada,  1.7 
times  as  much  here  as  in  (Jermany,  2.6  times  as  much  here  as  in 
the  United  Kingdom. 

Now,  let  me  start  with  the  impact  on  families.  American  families 
pay  for  rising  health  care  costs  through  lower  wages,  through  fewer 
nonhealth-related  fringe  benefits,  and  through  reduced  consump- 
tion of  other  goods  and  services. 

Health  insurance  premiums  consume  an  ever-larger  share  of 
workers'  total  compensation.  The  share  of  total  compensation  de- 
voted to  health  care  insurance  premiums  more  than  tripled  be- 
tween 1965  and  1990.  As  more  workers'  total  compensation  is  de- 
voted to  health  insurance,  less  is  available  for  real  wages  or  other 
fringe  benefits.  If  health  insurance  cost  growth  had  simply  been 
held  to  the  rate  of  growth  of  total  compensation  between  1975  and 
1991,  the  average  full-time  worker  might  have  earned  almost 
$1,000  more  in  wages  in  1991.  Between  1975  and  1991,  real  wages 
per  worker  rose  by  2.5  percent.  Real  health  care  benefit  costs  per 
worker  rose  by  201  percent. 

American  families  also  pay  for  higher  health  care  costs  through 
increased  out-of-pocket  spending  on  insurance  premiums,  coinsur- 
ance payments,  deductibles,  £ma  noncovered  health  care  services. 
The  share  of  American  health  care  financed  out-of-pocket — about 
25  percent  of  the  total — is,  again,  much  higher  than  in  other  indus- 
trialized countries.  So  Arnericans  are  having  a  higher  per-capita 
spending,  and  then  a  higher  fraction  of  it  is  coming  out-of-pocket. 
Between  1980  and  1992,  the  share  of  out-of-pocket  cost  and  per- 
sonal income  of  families  increased  by  over  20  percent. 

Finally,  it  should  not  be  forgotten  that  Americans  pay  for  health 
care  insurance  not  just  through  the  premiums,  not  just  through 
out-of-pocket,  but  through  the  taxes  that  they  pay  to  fund  the  Med- 
icare trust  fund  and  through  Federal  and  State  taxes  to  pay  for 
Medicare,  Medicaid,  and  other  government  health  care  programs. 
So  slowing  health  care  cost  growth  over  time  will  also  mean  slow- 
ing the  tax  burden  on  Americans  to  pay  for  health  care  programs. 

Let  me  turn  now  away  from  American  families  for  a  minute  to 
the  American  labor  markets  and  productivity.  The  current  method 
of  financing  and  providing  health  insurance  hamstrings  the  Amer- 
ican economy  by  reducing  its  flexibility  to  respond  to  new  economic 
opportunities.  For  example,  a  recent  economic  study  suggests  that. 
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if  workers  did  not  fear  losine  their  health  insurance  or  being  forced 
to  change  doctors  if  they  cnange  their  jobs,  about  a  third  more 
Americans  might  have  chosen  to  change  their  jobs.  These  workers 
wanted  to,  were  interested  in  exploiting  better  opportunities  for 
themselves  and  their  families  in  terms  of  their  job  prospects,  but 
they  felt  they  could  not  be  flexible.  They  could  not  risk  losing  their 
health  insurance,  and  therefore  their  skills  are  underutilized.  Their 
ability  to  find  better  matches  between  their  skills  and  their  future 
job  opportunities  is  hamstrung  by  the  need  to  stay  where  they  are 
to  keep  their  health  insurance. 

A  second  way  that  the  structure  of  health  insurance  reduces  or 
discourages  productivity  is  through  the  welfare  system.  Many  cur- 
rent welfare  recipients  fear  that  taking  a  job  would  mean  losing 
Medicaid  without  gaining  private  health  insurance.  Estimates  sug- 
gest that  if  AFDCT  recipients  were  assured  of  maintaining  health 
insurance  benefits  equivalent  to  Medicaid,  the  number  of  people  on 
welfare  might  be  reduced  by  25  percent.  So,  when  we  talk  about 
a  welfare  problem  in  this  country  and  we  talk  about  a  need  to  in- 
crease work  incentives  and  productivity  in  the  low-income  popu- 
lation, we  have  to  recognize  that  there  is  a  very  serious  disincen- 
tive in  our  system  for  welfare  recipients  to  take  on  employment  be- 
cause to  do  so  will  leave  them  without  private  insurance. 

Now  let  me  turn  to  the  business  side  of  the  picture.  I  talked 
about  the  workers  themselves  and  their  incentives.  On  the  business 
side  of  the  picture,  businesses,  both  large  and  small,  have  had  to 
make  adjustments  in  how  they  organize  themselves  because  of  the 
increasing  burden  of  health  care  insurance. 

First  and  foremost,  you  might  see  this  in  terms  of  an  enormous 
growth  in  the  number  of  firms  that  contract  with  other  firms  to 
carry  out  services  for  them.  An  important  motivation  for  the  sub- 
contracting is  so  that  firms  can  essentially  avoid  the  cost,  the  very 
high  cost  of  providing  insurance  for  full-time  workers. 

So,  instead  of  bringfing  on  new  workers  as  full-time  workers, 
firms  have  to  subcontract  with  smaller  firms,  often  firms  not  pro- 
viding health  insurance.  Another  thing  that  big  firms  do  often  is 
just  increase  the  number  of  overtime  nours  ratner  than  bring  on 
new  employees.  If  we  are  interested  in  increasing  employment  in 
this  country,  we  have  to  get  down  the  cost  of  bringing  on  a  new 
employee,  and  that  includes  the  health  care  cost. 

Small  businesses  who  face  higher  administrative  costs  than  larg- 
er businesses  for  health  coverage  are  also  very  hard  hit  by  rising 
health  costs.  The  high  cost  to  a  small  business  of  providing  health 
coverage  makes  it  difficult  for  them  to  attract  employees  who  ex- 
pect decent  health  care  as  a  benefit  of  employment. 

Both  large  and  small  businesses  could  produce  goods  at  lower 
costs  if  their  hiring  decisions  were  not  distorted  by  an  effort  to  get 
around  the  health  care  cost  burden.  Instead  of  contracting  with  a 
middle  man  to  provide  business  services,  instead  of  paying  high 
overtime  wages  to  existing  workers  simply  to  avoid  health  care 
costs,  large  companies  could  hire  new  full-time  workers,  and  small 
companies  could  compete  more  effectively  in  the  labor  market  if 
they  were  able  to  provide  health  coverage  at  a  reasonable  price. 

Finally,  one  other  thing  to  say  about  the  business  side  of  the  pic- 
ture, the  asset  value  of  many  American  firms  has  been  reduced  by 
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the  rising  cost  of  retiree  health  benefits.  In  1988,  the  present  value 
of  retiree  health  benefits,  liabilities  for  current  and  future  workers, 
was  between  $227  billion  and  $332  billion.  For  some  firms,  the  re- 
duction in  asset  value  that  occurs  because  of  this  increasing  liabil- 
ity burden  on  retiree  health  benefits  has  or  may  reduce  their  abil- 
ity to  raise  capital  and  therefore  to  invest  in  the  future. 

Now  let  me  turn  for  a  minute  to  uninsured  Americans.  I  have 
talked  a  little  bit  about  insured  families  and  workers  and  their 
flexibility.  I  have  talked  a  little  bit  about  businesses.  Let  me  talk 
now  about  iminsured  Americans. 

Failure  to  act  on  health  reform  not  only  means  that  our  economic 
prospects  will  be  dampened,  but  such  a  failure  also  has  great 
human  cost.  The  world's  richest  country  is  not  providing  basic 
health  coverage  to  tens  of  millions  of  its  citizens,  including  over  8 
million  uninsured  children.  The  share  of  people  under  65  with  pri- 
vate health  insurance  has  been  declining  steadily  since  1988. 

As  the  economy  recovers  from  recession  and  unemployment  de- 
clines, some  of  the  uninsured  may  in  fact  gain  insurance  through 
employment.  But  consider  this.  This  is  very  important  for  those 

f>eople  who  think  if  we  simply  recover  we  will  get  rid  of  our  prob- 
em.  Most  uninsured  families  today — and  by  most,  I  mean  more 
than  half  of  uninsured  families  today — already  include  a  full-time 
worker.  So  this  is  not  simply  a  problem  and  it  is  not  primarily  a 
problem  of  unemployment.  More  than  half  of  the  uninsured  fami- 
lies already  include  a  full-time  worker.  So  a  reduction  in  unemploy- 
ment alone  will  not  solve  the  health  care  crisis.  In  fact,  our  esti- 
mates show  that,  if  the  status  quo  of  the  current  system  is  main- 
tained, even  if  the  economy  recovers,  the  number  of  uninsured 
Americans  will,  in  fact,  continue  to  rise.  It  will  not  decline. 

Finally,  a  little  bit  on  the  Federal  Government  and  health  care 
cost.  The  two  largest  Federal  health  programs,  Medicare  and  Med- 
icaid, are  projected  to  grow  10  percent  to  13  percent  annually  over 
the  remainder  of  this  aecade.  This  is  far  in  excess  of  our  projected 
growth  in  GDP. 

Health  care  spending  currently  accounts  for  about  19  percent  of 
Federal  expenditures  and  amounts  to  about  $277  billion.  The  share 
is  expected  to  increase  to  24  percent  or  $406  billion  in  1997  de- 
spite—despite proposed  health  care  spending  reductions  in  the 
President's  budget.  And  without  reform,  health  care  spending  will 
consume  as  much  as  27  percent  of  the  Federal  budget  by  the  year 
2000. 

By  comparison,  spending  by  the  Federal  Government  on  edu- 
cation, training,  and  employment  services  comprises  only  3  percent 
of  Federal  spending.  So  the  Government  is  spending  a  dispropor- 
tionate amount  on  nealth  and,  by  comparison,  a  very  tiny  amount 
on  critical  investments  in  our  ability  to  be  competitive.  We  have  to 
spend  on  education,  training,  and  employment  services.  We  can't 
afford  to  spend  on  them  because  we  are  spending  so  much  on 
health. 

Finally,  without  reducing  Federal  health  care  spending,  the  defi- 
cit, according  to  our  projections,  will  rise  from  $212  billion  in  1996 
to  $311  billion  in  the  year  2000.  And  as  a  share  of  GDP,  despite 
our  very  difficult  efforts  to  get  the  deficit  down  as  a  share  of  GDP, 
we  do  get  it  down  with  our  budget  plan  through  the  year  1997,  but 
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because  of  escalating  health  care  costs  thereafter,  the  deficit  is  pro- 
jected to  rise  again  as  a  percentage  of  GDP,  hitting  about  3.6  per- 
cent by  the  year  2000.  .    j.«-     1 

Increases  in  private  health  care  spending  also  make  it  difficult 
to  balance  the  Federal  budget.  We  usually  think  of  public  health 
care  spending  as  a  problem,  but  private  health  care  spending  in- 
creases also  affect  the  Federal  budget.  Private  health  care  spending 
growth  depresses  Federal  receipts  because  employers  spending  on 
health  insurance  premiums  is  not  taxable  income  to  employees. 
Growth  health  spending  leads  to  a  growing  tax  expenditure  for 
these  employer-provided  benefits,  meaning  $44  billion  in  lost  Fed- 
eral income  tax  revenue  in  fiscal  1993  alone.  If  we  can  slow  the 
growth  in  private  health  care  spending,  the  Federal  Government 
will  also  benefit  through  a  reduced  rate  of  growth  in  this  tax  ex- 
penditure category. 

Finally,  let  me  emphasize  how  the  growing  share  of  health  care 
in  the  Federal  budget  limits  the  flexibility  of  the  Government  to  re- 
spond to  the  current  economic  situation  and  to  invest  in  the  future. 

Of  the  $222  billion  of  increase  in  Federal  outlays  that  are  pro- 
jected to  occur  between  1993  and  1997,  58  percent  is  devoted  to 
Medicare  and  other  health  programs.  In  fact,  it  is  the  primary  rea- 
son why  there  is  an  increase  in  outlays  in  the  period  1993  to  1997; 
58  percent  from  health  care  outlays.  And  again,  that  is  with  a  se- 
ries of  proposals  to  slow  down  significantly  the  growth  of  Medicare 
spending. 

Finally,  let  me  emphasize  that,  as  I  am  sure  all  of  you  know  the 
problem  of  increases  in  spending  is  not  limited  to  the  Federal  Gov- 
ernment level.  State  and  local  government  expenditures  on  health 
care  are  also  accelerating. 

The  Chairman.  If  I  could  just  come  back  to  that. 

Ms.  Tyson.  Yes. 

The  Chairman.  You  are  talking  about  a  $223  billion  increase,  I 
think,  from  1993  to  1997. 

Ms.  Tyson.  1997,  right. 

The  Chairman.  Then  what  percent  of  that  is  health? 

Ms.  Tyson.  Fifty-eight  percent  is  health. 

The  Chairman.  Just  in  rough  figures,  if  you  said  half  of  that  for 

it 

Ms.  Tyson.  You  could  say  it. 

The  Chairman,  [continuing].  That  would  be  about  $100  billion 
between  1993  and  1997. 

Ms  Tyson  Yes. 

The  Chairman.  And  that  is  for  Medicare  and  Medicaid.  And  that 
represents  the  health  expenditures  for  the  Federal  Government, 
which  is  about  a  quarter  of  the  total  amount  of  health  expendi- 
tures, just  about.  d>Anr\ 

So,  if  you  take  the  total  expenditures,  that  would  be  about  $400 
billion,  just  a  rough  increase  in  terms  of  health  care  cost.  It  will 
be  higher  than  that  because  of  your  58  percent.  I  mean,  these  are 
just  ballpark  figures. 

Ms.  Tyson.  Right;  you're  doing  half. 

The  Chairman.  You  are  talking  about  if  we  do  nothing  at  all.  If 
we  do  nothing  at  all,  we  are  talking  about  at  least  a  $400  billion 
increase  in  total  health  expenditures  over  the  next  4  years. 
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Ms.  Tyson.  Right. 

The  Chairman.  I  think  it  would  be  closer  to  5,  you  know,  just 

in  terms  of 

Ms.  Tyson.  This  was  just  the  increase.  Right. 

The  Chairman,  [continuing].  Just  the  increase,  without  another 
Band-Aid. 

Ms.  Tyson.  Right.  That  is  right. 

The  Chairman.  Because  we  hear  an  awful  lot  about  what  the 
cost  of  any  new  program  would  be.  If  we  don't  do  anji,hing  at  all, 
we  are  going  to  go  up  that  high. 

Ms.  Tyson.  That  an  existing  program. 

The  Chairman.  Thank  you. 

Ms.  Tyson.  I  guess  where  I  was,  I  was  just  emphasizmg  that  we 
talk  about  this  as  a  Federal-level  problem,  but  it  is  also  a  terrific 
State-level  problem.  I  know  this  from  my  own  State  of  California. 
State  and  local  government  expenditures  on  health  care  are  accel- 
erating. By  the  turn  of  the  century.  State  and  local  health  care 
spending  is  projected  to  triple  over  1990  levels.  By  the  year  2000, 
it  is  estimated  that  State  and  local  governments  will  spend  18  per- 
cent of  their  budgets  on  health  care,  and,  again,  by  comparison, 
that  will  be  approximately  what  they  are  spending  on  elementary 
and  secondary  school  education.  So,  if  you  think  about  it,  govern- 
ments have  to  invest  substantially  in  the  productive  capability  of 
the  work  force  by  spending  on  primary  and  secondary  education. 
They  are,  by  the  year  2000  if  we  do  nothing,  going  to  be  spending 
an  equivalent  amount  on  health  care  services. 

Finally,  let  me  just  give  you  a  future  trend.  If  we  could  slow 
health  care  cost  growth,  out-of-pocket  spending  for  American  fami- 
lies would  stop  climbing.  And  we  expect  that  American  households 
might  gain  over  the  next  8  years,  just  in  terms  of  savings  on  out- 
of-pocket  expenses,  the  equivalent  of  $5,300  by  the  year  2000  m 
personal  income  they  could  use  for  other  things. 

So  it  is  important  to  emphasize  that.  Again,  think  about  this  as 
benefits  for  families  and  workers,  as  benefits  for  the  economy  itself 
in  terms  of  being  flexible,  and  in  terms  of  the  Federal  budgetary 
situation  and  the  State  and  local  budgetary  situation. 

So,  in  thinking  about  any  health  care  reform  package,  it  is  im- 
portant to  understand  where  we  go  if  we  do  nothing,  and  where  we 
go  if  we  do  nothing  is  in  a  State  in  which  we  continue  to  compress 
real  wage  growth,  we  continue  to  compress  and  hold  down  personal 
income  growth,  we  continue  to  distort  or  undermine  the  flexibility 
and  productivity  of  the  economy,  and  we  continue  to  undermine  our 
fiscal  position.  And  for  me,  I  think  all  of  those  are  very  serious 
costs,  and  for  the  country,  thev  are  very  serious  costs,  and  those 
are  the  reasons  why  we  must  do  something  on  health  care  reform. 
So  why  don't  I  stop  there  with  my  formal  statement,  and  we  can 
have  a  discussion. 

The  Chairman.  Fine.  Thank  you  very  much  for  an  excellent  pres- 
entation in  terms  of  the  total  dimensions  of  the  health  care  crisis. 
I  think  you  have  referenced  this  during  the  course  of  your  com- 
ments, but  I  would  like  you  to  expand  a  little  bit.  And  that  is,  what 
is  happening  in  the  real  world  in  terms  of  employment,  in  in- 
creased employment  of  part-time  workers,  and  increases  in  over- 
time to  avoid  health  care  costs?  Could  you  give  us  some  idea  in 
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terms  of  job  growth,  for  example,  in  the  last  several  months,  the 
percent  of  full  time  versus  part  time  workers,  and  your  own  profes- 
sional assessment  of  why  that  is  the  case  and  what  the  relationship 
to  health  care  cost  would  be  to  that  development? 

Ms.  Tyson.  First  of  all,  let  me  say  that  it  is  certainly  the  case, 
as  we  have  emphasized  a  number  of  times,  that  this  recovery,  the 
economic  recovery  which  has  now  lasted  more  than  2  years,  is  a 
very  slow  economic  recovery.  And  it  is  slow  on  the  output  side,  and 
therefore  it  is  also  slow  on  the  employment  side. 

Now,  one  of  the  things  that  emplovers  have  done  in  the  last  few 
months  is  to  increase  tne  hours  worked  and  also  to  increase  over- 
time. In  fact,  one  measure  of  factory  overtime  was  at  an  historic 
high  in  the  month  of  April,  and  the  manufacturing  work  week,  av- 
erage hours  in  manufacturing  in  April  were  actually  quite  high  as 

well. 

I  would  say  that  the  question — ^the  thing  that  is  a  little  hard  to 
disentangle  right  now  is  the  following.  Employers  who  are  not  cer- 
tain about  how  strong  the  economic  recovery  is  going  to  be  going 
forward  may  be  deciding  to  take  a  little  more  time,  see  what  is 
going  to  happen  to  their  markets,  and  just  deal  with  increases  and 
demand  through  hours.  But  certainly,  in  making  that  calculation 
of  whether  to  bring  on  another  employee  now  or  whether  to  be  a 
little  more  cautious  and  just  up  the  hours  of  existing  employees,  in 
maldng  that  decision,  employers  say  again  and  again  to  us  and  in 
surveys — and  you  will  probably  hear  from  them  this  morning — say 
that  one  of  the  factors  that  influences  their  degree  of  caution  is  the 
health  care  cost  issue;  that  either  they  can't  afford  to  bring  the 
worker  on  because  of  the  health  care  cost,  or  they  realize  if  they 
bring  one  on  now,  not  being  certain  of  what  the  rate  of  growth  of 
the  health  care  burden  they  will  incur  is,  they  decide  to  err  on  the 
side  of  caution.  So  it  is  a  factor. 

It  is  very  hard  to  assess  the  actual  number  of  iobs  that  have 
been  influenced  here,  simply  because  we  have  another  factor,  and 
that  is  the  slow  pace  of  the  recovery. 

The  Chairman.  As  I  am  sure  you  are  aware,  being  in  the  admin- 
istration, every  other  person  across  the  country  is  aware  about  the 
various  efforts  to  try  and  get  the  deficit  under  control. 

Am  I  correct  in  understanding  that  if  we  get  health  care  costs 
under  control — if  we  kept  them  at  least  to  what  the  GDP  is,  as  I 
understand— that  we  would  cut  the  deficit  virtually  in  half  by  the 
year  2000. 

Ms.  Tyson.  2000,  right. 

The  Chairman.  And  obviously,  as  an  economist,  you  are  looking 
to  what  is  that  impact,  how  that  could  be  done,  or  whether  it  could 
be  done.  And  then,  I  suppose,  there  these  two  facts— the  fact  about 
cutting  the  deficit  in  half  and  where  we  are  going  in  terms  of  your 
flow  line — tese  two  facts  raise  the  real  policy  question. 

Is  it  really  necessary  for  us  to  double  health  expenditures,  effec- 
tively, in  the  next  4  years,  without  even  getting  coverage  for  those 
who  are  not  now  being  covered? 

Ms.  Tyson.  I  would  say  the  following.  I  think  that  we  need  to 
think  about  our  deficit  problem,  as  basically  we  are  involved  in  a 
long-term  effort  to  reduce  the  deficit,  and  we  have  made  proposals 
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in  this  budget  round  to  bring  the  deficit  down  as  a  percentage  of 
GDP  by  approximately  half  to  about  2.8  percent  of  GDP. 

But  we  recognize  and  we  have  said  from  the  beginning  that  the 
second  part  of  a  budget  effort  here  is  health  care  reform  because, 
if  we  don't  get  health  care  spending  under  control  in  the  second 
part  of  this  decade,  the  deficit  starts  to  rise  again.  So  I  think  one 
should  see  health  care  reform,  a  major  motivation  as  being  to 
bring — as  the  second  phase  of  a  decade-long  effort  to  finally  bring 
the  Government's  fiscal  position  into  order. 

On  the  other  hand,  it  is  not  the  only  reason  for  health  care  re- 
form. I  think  it  is  important  to  emphasize  we  have  to  do  this  right 
because  of  the  other  factors  that  I  have  mentioned,  the  fact  that 
we  have  36  million  uninsured  Americans,  the  fact  that  the  way  the 
system  currently  works  it  is  imposing  a  tremendous  burden  on  real 
wages  of  American  workers,  and  it  is  reducing  the  flexibility  of  the 
American  work  force. 

We  cannot  simply  put  a  deficit  Band-Aid  on  this  problem.  That 
is,  any  sort  of  effort  to  simply  control  cost  without  reforming  the 
system  will  not  handle  all  of  these  other  very  profound  economic 

f>roblems  for  the  Nation.  So  we  have  to  think  of  it  as  a  deficit  prob- 
em,  but  not  simply  as  a  deficit  problem.  It  is  a  structural  reform 
problem  to  get  the  economy  itself  on  a  sounder  track. 

The  Chairman.  It  seems  to  me,  the  way  you  have  outlined  it,  the 
President  has  a  program  for  a  $500-billion  reduction  over  the  pe- 
riod of  the  next  4  years.  The  fastest  way  of  dealing  with  the  deficit 
is  to  implement  that  program  and  get  a  handle  on  this  one.  Would 
you 

Ms.  Tyson.  I  think  that,  basically,  one  has  to  think  about  doing 
something  up  front  dramatically  to  get  a  significant  handle  on  the 
problem  in  the  next  4  years. 

Health  care  reform,  as  I  mentioned  in  one  of  my  numbers,  we 
have  allowed  the  U.S.  health  care  system  to  get  out  of  control  for 
a  long  period  of  time,  and  because  it  is  not  a  simple  reform — it  is 
a  major  structure  reform — it  is  a  form  that  we  are  going  to  have 
to  do  right  and  do  somewhat  more  gradually.  Therefore,  that  is 
why  I  want  to  say  you  have  to  couple  a  sort  or  dual-deficit  strategy 
together,  starting  up  front  with  some  things  we  can  do  right  away 
and  then  realizing  savings  from  health  care  reform  in  the  second 
part  of  the  decade. 

The  Chairman.  Could  I  just  ask  you  one  other  question?  How 
concerned  are  you  with  all  of  these  cuts  in  terms  of  expenditures 
that  this  could  flip  the  economy  back  into  a  counter-cyclical  situa- 
tion? It  sure  is  a  matter  of  concern,  I  think,  to  me. 

Ms.  Tyson.  Well,  I  think  it  is  the  case  that  we  have  tried  to  put 
together  a  deficit  reduction  package  which,  both  in  its  composition 
and  in  its  phase-in  and  in  its  size,  the  $500  billion  that  you  men- 
tioned, is  sensitive  to  the  needs  to  keep  the  economy  growing 
through  the  4-year  period. 

It  is  certainly  the  case  that  if  you  try  to  reduce  the  deficit  very 
dramatically  and  in  very  large  amounts  very  quickly  that  that  is 
likely  to  have  a  contractionary  influence  on  the  economy  because 
when  the  Government  stops  spending  money  or  starts  raising  addi- 
tional revenue,  if  nothing  else  happens,  the  economy  can  really 
slow  down. 
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Now,  what  we  have  done  is  to  make  the  package  gradual  enough 
that  we  believe  that,  as  we  make  the  cuts  and  as  we  raise  the  reve- 
nue, the  private  economy  will  find  room  to  expand  primarily 
through  a  reduced  cost  of  borrowing  and  a  greater  availability  of 
capital  to  the  private  sector.  The  private  sector  will  use  that  capital 
and  reduce  long-term  real  interest  rates  to  take  up  the  slack,  if  you 
will,  to  increase  its  spending,  and  therefore  what  you  will  get  is  a 
change  in  the  composition  of  spending  with  the  Government-spend- 
ing component  of  the  economy  coming  down  and  the  private  sector- 
spending  component  going  up. 

But  it  is  something  we  will  constantly  be  monitoring.  We  do  be- 
lieve we  have  gotten  the  size  about  right.  We  do  believe  that  we 
can  grow  through  this  process,  and  that  is  currently  what  our  pro- 
jections tell  us. 

The  Chairman.  Thank  you  very  much. 

Senator  Metzenbaum. 

Senator  Metzenbaum.  Ms.  Tyson,  I  appreciate  your  efforts  in 
this  area,  and  I  couldn't  agree  with  you  more  as  to  what  the  chal- 
lenge is  before  us. 

One  of  the  concerns  that  I  have  is,  even  as  we  sit  here,  health 
care  costs  are  rising.  And  realistically  speaking,  I  am  not  sure 
when  we  can  pass  a  health  care  bill  or  whether  we  can,  and  I 
might  say  that  I  am  a  very  strong  supporter  of  passing  a  health 
care  bill  and  it  is  not  a  new  subject  for  me. 

As  a  matter  of  fact,  I  was  in  Nova  Scotia  over  the  weekend  with 
an  interparliamentary  conference,  and  medical  care,  health  care, 
was  on  the  agenda.  I  was  shocked.  I  was  shocked  at  the  unanimity 
of  support  for  their  plan  up  there.  And  the  people  who  were  speak- 
ing most  loudly  for  it  were  the  so-called  progressive  conservatives, 
but  they  are  really  the  conservatives  who  are  in  control  in  Canada 
at  the  moment.  Aiid  they  make  no  bones  about  it.  They  are  closer 
to  our  Republican  party  than  they  would  be  to — they  are  not  pro- 
gressives. They  are  conservatives. 

What  happened  was  one  of  the  men,  a  doctor  himself,  said  that 
he  had  led  a  strike  against  the  Canadian  health  care  plan,  and  for 
23  days  in  Saskatchewan,  no  doctor  would  see  a  patient  except  on 
an  emergency  basis;  that  he  thought  it  was  absolutely  the  worst 
thing  that  could  happen  to  Canada.  He  is  an  unbelievably  strong 
advocate  of  the  present  system  now,  still  is  very  active  as  a  doctor. 
Other  doctors  who  are  members  of  the  delegation  also  indicated 
their  total  support  for  the  Canadian  plan. 

And  I  am  concerned  as  we  sit  here — and  this  is  not  your  call,  I'm 
sure — ^that  we  are  going  to  put  a  Band-Aid  on  the  problem.  We  are 

f^oing  to  try  to  move  in  the  right  direction,  and  the  political  chal- 
enge  is  such  that  we  will  be  lucky  if  we  can  even  do  that.  The  in- 
surance companies  aren't  going  to  be  giving  up  25  cents  out  of 
every  health  care  dollar  that  is  being  spent.  That  is  going  into  their 
pockets  for  overhead,  as  well  as  profits.  And  the  battle  will  be  the 
toughest  one  that  I  think  I  have  ever  seen  since  I  have  been  in  this 
Senate,  and  there  have  been  many.  Because  here  you  have  almost 
all  of  the  special  interest  in  opposition. 

Do  you  have  any  thoughts  as  to  how  we  can  do  something  on  a 
stopgap  basis  to  keep  the  costs  from  continuing  to  rise  up,  at  this 
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point  whether  we  can  do  it  by  executive  orders,  whether  we  can  do 
it  in  some  demanding  voluntary  compliance,  that  nobody  goes  up? 

I  just  saw  a  bill  that  came  through  a  few  days  ago  for  some  Httle 
discomfort  my  wife  was  having  in  her  toe,  and  I  think  the  bill  was 
about  $500.  And  it  is  just  incredible  what  the  costs  are  running  at 
the  present  time. 

Do  you  have  any  idea  what  we  can  do  to  at  least  try  to  slow 

down  the  process? 

Ms.  Tyson.  Well,  first  of  all,  let  me  say  your  anecdote  about  the 
Canadian  system  led  me  to  something.  I  actually  just  came  back 
from  Paris,  a  meeting  of  the  Organization  for  Economic  Coopera- 
tion and  Development.  And  it  was  interesting 

Senator  METZEhfBAUM.  Could  you  pull  the  mike  a  little  closer? 

Ms.  Tyson.  Sure.  I  just  came  back  from  Paris,  a  meeting  of  the 
Organization  for  Economic  Cooperation  and  Development,  and 
there  was  also  unanimity  there  that  the  United  States  needed  to 
do  something  about  its  health  care  system. 

There  was  also  unanimity  that — ^they  have  just  recently  done  a 
study  on  the  U.S.  health  care  system,  and  one  of  the  things  that 
is  pointed  out  in  that  study  is— and  this  was  a  surprising  fact  to 
me — we  actually  have  more  intervention  in  sort  of  health  care  pro- 
cedures. There  is  somehow  more  intervention  over  what  doctors 
can  do  in  the  sort  of  system  that  we  have  constructed  than  there 
actually  is  in  the  Canadian  system  where,  for  example,  doctors  feel 
that  there  are  controls  in  the  system.  There  is  a  single-payer  sys- 
tem. But,  in  fact,  doctors  have  a  lot  of  discretion  within  the  budgets 
that  they  operate. 

So  there  is  a  way  in  which  we  think  that  we  have  a  system  with 
a  fair  amount  of  discretion,  but,  in  fact,  there  is  a  lot  of  interven- 
tion in  the  system.  In  any  event,  there  is  clearly  the  sense  out 
there  that  the  U.S.  really  must  do  something. 

Now,  as  far  as  the  issue  of  controlling  cost  in  the  short  run,  I 
think  we  are  really  at  a  point  where  we  are  still  discussing  what 
the  outlines  of  the  overall  reform  should  be.  Clearly,  the  reform  has 
to  include  a  mechanism  which  guarantees  in  some  sense  that,  over 
the  long-term,  costs  really  are  brought  under  control. 

Whether  there  should  be  or  can  be  a  short-term  control  mecha- 
nism put  in  place  is  something  that  we  are  still  discussing,  and  I 
would  be  happy  to  discuss  it  with  you  and  other  members  of  this 
committee  I  know  who  have  thought  about  this  issue  for  a  long 
time. 

We  do  know  that  there  have  been  experiences  in  the  United 
States  where  cost  control  mechanisms  have  worked  for  short  peri- 
ods of  time,  and  we  do  have  evidence  that  the  Medicare  system  has 
succeeded  in  slowing  cost  down  during  certain  periods  since  its  in- 
troduction. So  we  have  some  evidence  that,  over  short  periods  of 
time,  a  cost  control  mechanism  might  work. 

But  we  have  to  think  about  that  only  in  terms  of  the  long-term 
reform  we  want  to  move  to.  We  don't  want  to  do  anything  in  the 
short  run  that  will  undermine  or  be  at  odds  with  the  long-term  sys- 
tem we  want  to  move  to.  We  want  a  sort  of  seamless  transition  to 
the  extent  that  we  can  achieve  it. 
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And  so,  until  we  work  out  the  long-run  reform  and  get  agreement 
on  the  long-run  reform,  it  is  hard  to  speculate  on  the  role  that  a 
short-run  measure  could  play. 

Senator  Metzenbaum.  Well,  I  am  not  an  authority  as  to  all  the 
things  that  can  be  done.  But  it  occurs  to  me,  for  example,  that  if 
Medicare  said,  just  to  put  the  issues  in  order,  that  they  would  no 
longer  reimburse  for  radiology,  pathology,  and  anesthesiology  to 
hospitals,  where  those  hospitals  had  provided  exclusive  contracts  to 
certain  groups,  really  unlimited  in  their  opportunity  to  charge 
whatever  they  wanted  and  insisted  instead  that  those  people  be 
employees  of  the  hospital,  that  you  would  probably  cut  the  cost  of 
hospital  care  down  by  10,  15,  20  percent  on  the  average.  It  seems 
to  me  that  Medicare  could  do  that. 

It  seems  to  me  Medicare  could  issue  some  orders  having  to  do 
with  insurance  company  reimbursements  as  to  what  portion  could 
be  included  as  far  as  administrative  overhead  is  concerned  and  how 
that  would  work. 

I  just  think  that  I  am  not  enough  of  an  authority  to  say  what 
things  can  be  done,  but  I  am  positive  as  I  sit  here  that  there  are 
some  things  that  could  be  done  on  an  interim  basis,  and  I  would 
hope  that  the  administration  would  scan  the  field — you  have  got 
wonderfully,  wonderfully  expert  people  working  with  you — and  just 
see  whether  or  not — try  to  stop  this  increase  because  the  higher  it 
gets,  the  tougher  it  is  to  bring  it  back  down.  And  I  think  some  in- 
terim steps  could  be  a  signal  that  the  administration  is  achieving 
some  of  its  objectives,  even  if  not  while  they  try  to  achieve  the  total 
objective. 

Ms.  Tyson.  OK  Let  me  just  say  to  that  a  couple  of  things.  No. 
1,  I  absolutely  agree  with  you.  I  think  we  are  looking  and  will  look 
to  do  as  many  interim  things  as  we  can.  In  fact,  we  did  look  and 
have  in  our  budget  deficit  package  already — we  have  a  significant 
amount  of  adjustments,  cuts  in  Medicare  that  are  on  the  provider/ 
supplier  side.  So  we  have  done  some  of  the  work  already.  We  are 
trying  to  do  more  work  to  come  up  with  lists  of  things  we  can  do, 
both  in  the  Medicare  side  of  the  program  and  the  Medicaid  side  of 
the  program,  that  could  come  into  effect  quickly. 

On  the  other  hand,  there  is  general  consensus  among  health  care 
experts  that  until  we  get  the  private  system  under  control,  it  is 
very  hard  to  get  significant  additional  savings  in  the  public  system. 
To  the  extent  that  we  try  to  get  additional  savings  in  the  public 
system,  there  is  a  shift.  It  is  as  if  you  have  a  balloon,  and  you 
squeeze  on  one  side  of  the  balloon  and  it  pops  out  on  the  other  side. 
So  you  are  pushing  to  control  the  Medicare  and  Medicaid  side,  and 
then  additional  higher  costs  are  being  imposed  on  the  private  sec- 
tor side  to  make  up  the  difference  by  the  provider  community. 

So  all  I  am  saying  is  we  need  to  think  of  it.  The  reality  is  that 
we  can  do  some  things  up  front.  We  have  done  some  things  in  our 
current  budget  proposal.  There  are  additional  things  we  will  be  in- 
troducing with  our  reform.  But  the  truth  is,  at  most,  we  cannot  get 
Medicare  and  Medicaid  under  more  effective  control  in  the  absence 
of  a  private  reform  of  the  private  health  care  system.  And  I  think 
that  that  is  really  the  main  emphasis,  the  main  reaction  I  would 
have  to  the  question. 
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Finally,  just  let  me  say  that  if  you  look  ahead  to  Medicare  in  par- 
ticular, the  issue  is  not^-cost  increases  are  not  largely  driven  by 
price  increases.  They  are  largely  driven  by  intensity  or  volume  of 
use  increases.  So  we  are  facmg  a  somewhat  different  problem  m 
the  future  than  we  have  faced  in  the  past.  ,  i.,  j. 

In  the  past,  through  using  pricing  adjustments  and  Medicare 
price  controls,  we  have  been  able  to  get  those  costs  to  grow  less 
rapidly.  But  it  is  the  case  that,  in  the  future,  the  real  issue  is  in- 
tensity of  use  rather  than  the  pricing  of  services  that  are  used.  So 
that  is  something  else  about  the  problem,  the  dilemma  that  we 

face. 
Senator  Metzenbaum.  Thank  you,  Mr.  Chairman. 
The  Chairman.  Senator  Wofford. 

Senator  Wofford.  I  understand  that  the  goal  that  you  are  set- 
ting forth  for  the  public  sector,  if  I  am  following  you,  is  that  the 
prize  you  have  your  eyes  on  is  that  by  the  year  1997,  the  growth 
in  Federal  health  care  spending  would  be  limited  to  the  rate  of 
growth  in  compensation.  Is  that  a  fair  statement  of  a  goal? 

Ms.  Tyson.  Please.  I'm  sorry.  Maybe 

Senator  Wofford.  I  am  reading. 
Ms.  Tyson.  Which  sentence  is  it? 

Senator  Wofford.  You  put  it  in  the  form  of  "if .  If  the  growth 
in  Federal  health  care  spending  were  limited  to  the  rate  of  growth 
in  compensation,  then  even  without  any  other  spending  cuts  and 
without  any  tax  increase,  we  could  cut  the  projected  year  2000  defi- 
cit in  half  „ ,        ,        _^     ^  ^i 

Ms.  Tyson.  I  think  that  is  more  illustrative  of  how  important  the 
contribution  of  escalating  health  care  costs  are  to  the  deficit  than 
to  any  sort  of  numerical  target  we  are  setting  precisely  on  health 
care  reform. 

I  think  we  have  to  se1>-health  care  reform  targets  should  be  set 
in  terms  of  a  variety  of  things  we  wish  to  accomplish,  not  in  terms 
of  any  particular  numerical  indicator. 

Senator  Wofford.  Would  you  agree  that  the  goal  for  the  reduc- 
tion in  cost  on  the  private  side  of  the  ledger  which  is  more  than 
half— what  is  it?  Fifty-five  percent  in  the  corporate  and  individual 
spending  and  45  or  approximately  that  in  the  Government,  Federal 
and  State  and  local? 
Ms.  Tyson.  Yes. 

Senator  Wofford.  Anyway,  the  majority  is  in  the  private  sector. 
Would  you  agree  the  goal  for  reduction  should  be  to  the  same  level 
of  increases  or  the  same  level  as  in  the  public  sector? 
Ms.  Tyson.  That  the  rate  of  increase  should  be  the  same? 
Senator  Wofford.  Yes.  tut 

Ms.  Tyson.  Again,  I  am  not  sure  that  I  would — I  mean,  I  think 
we  should  think  about  this  as  a  system-wide  problem.  I  am  not 
sure.  I  mean,  the  system- wide  problem  is  that  overall  health  care 
cost,  health  care  spending  is  rising  much  rapidly  than  the  whole 
rest  of  the  economy.  So  it  is  rising  as  a  share  of  the  economy. 

Senator  Wofford.  And  should 

Ms.  Tyson.  Look,  if  you  thought  that  it  was  rising  as  a  share  of 
the  economy  simply  because  there  was  a  big  shift  in  spending  pat- 
terns and  people  wanted  to  spend  that  much  more  on  health  care^ 
this  was  just  a  market  phenomenon,  there  were  no  inefficiencies  in 


20 

it,  everybody  could  get  what  they  wanted — then  you  wouldn't  worry 
about  it.  The  fact  that  we  were  going  from  14  percent  to  18  percent 
of  GDP  or,  by  some  estimates,  20  percent  of  GDP,  you  wouldn't 
worry  about  it. 

You  worry  about  this  because,  number  one,  36  million  people 
can't  consume  what  they  want  to  consume  in  this. 

No.  2,  the  way  the  system  currently  works,  it  imposes  a  tremen- 
dous deficit  problem  on  the  Federal  Grovemment,  and  we  know  that 
that  has  distortionary  effect  on  the  growth  prospects  of  the  econ- 

No.  3,  it  is  showing  up  in  the  form  of,  really,  a  holding-down  of 
the  rate  of  growth  of  wages.  Because  over  the  long  run,  employers 
have  responded  to  this  burden  by  essentially  changing  the  composi- 
tion of  their  compensation  packages.  Workers  get  more  in  health 
care  benefits  and  less  in  real  wages. 

So  I  think  you  have  to  sort  of  define  the  problem  not  to  be  the 
problem  of  just  the  Federal  Government  or  just  the  private  sector 
or  just  the  State  government.  It  is  a  system-wide  problem. 

Senator  Wofford.  And  the  goals  should  be  approximately  the 
same  for  the  system  as  a  whole. 

Ms.  Tyson.  I  think  we  should  define  the  goals  in  terms  of  system 

goals 

Senator  Wofford.  Right. 

Ms.  Tyson,  [continuing].  And  then  figure  out  the  best  way  to  re- 
alize those  goals.  I  don't  think  we  should  define  the  problem  to  be 
just  a  Federal  budget  problem  or  a  State  budget  problem  or  a  pri- 
vate sector  problem. 

Senator  Wofford.  But  the  increase,  2  or  3  times  the  rate  of  our 
economy's  growth,  is  not  because  of  a  working  market  system,  I 
take  it,  for  the  reasons  you  have  given  and  many  other  people  have 
given.  We  are  not  growing  because  we  have  decided  in  some  mar- 
ket decision  to  increases.  Would  you 

Ms.  Tyson.  No,  absolutely.  No.  As  I  said,  if  we  thought  that  were 
the  case,  we  wouldn't  be  having  this  discussion.  We  would  say  that 
is  just  a  market  phenomenon  and  let's  forget  it. 

Senator  Wofford.  So,  in  a  sense,  the  short-term  controls  that 
Senator  Metzenbaum  was  talking  about,  something  that  would  halt 
the  increase  that  would  jolt  us  out  of  that  increase  and  let  us  put 
a  market  system  or  a  rational  system  into  place,  they  have  real 
merit  if  they  are  giving  us  a  chance  to  set  in  place  a  system  where 
market  factors  will  really  work,  where  people  will  really  decide 
that  they  want  to  go  from  14  percent  to  16  percent  of  our  gross  na- 
tional product  because  there  are  new  advances  and  they  want  to 
invest  in  them.  But  we  are  not  making  those  decisions  now,  other 
than  willy-nilly,  without  people  knowing  that  they  are  doing  it.  Is 

that 

Ms.  Tyson.  OK.  I  have  several  responses  to  that.  First,  it  is  true 
that  because  this  is  not  purely  a  market  phenomenon,  because 
there  are  many  distortions  and  inefficiencies  in  the  system,  because 
there  are  many  kinds  of  market  failure  which  we  could  go  into,  the 
simple  case  against  a  short-term  measure  of  price  control  or  cost 
control,  the  simply  case  that  you  are  distorting  a  market  is  not 
really  applicable  since  this  is  not  purely  a  market  phenomenon. 
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That  having  been  said,  however,  we  know  that  any  kind  of  con- 
trol, sort  of  short-term  controls,  would  be  difficult  to  introduce, 
would  tend  to  lead  very  quickly  to  efforts  to  get  around  them.  We 
know  this  from  any  control  effort  we  have  tried  in  the  past.  And 
a  real  danger  is  if  we  just  were  to  do  that  without  our  long-term 
reform  in  place,  I  don't  believe  they  could  have  much  of  an  effect. 
I  believe  people  would  get  around  them  very  quickly. 

Another  danger  is  if  we  don't  have  the  long-term  reform  agreed 
upon,  we  could  embark  on  a  short-term,  sort  of  cost  control  path, 
which  actually  made  it  more  difficult  to  get  to  the  long-term  re- 
form. We  have  got  to  keep  our  eyes  on  the  long-term  here,  it  seems 
to  me,  even  if  it  requires  us  to  pay  a  little  more  now  to  get  the 
long-term  right.  This  is  a  problem  which  has  been  with  us  for  more 
than  20  years.  I  don't  want  to  have  the  moment  of  solution  be 
missed  in  an  attempt  to  do  something  very  dramatic  in  the  short 
run  that  is  wrong. 

Senator  WOFFORD.  And  you,  above  all,  want  it  by  the  time — the 
present  economic  strategy  that  has  been  proposed  to  reduce  our 
deficit,  by  the  time  that  would  no  longer  work  because  of  rising 
health  care  cost  by  1997  or  thereabouts,  by  then  you  have  the  costs 
under  control,  so  that  we  can  reduce  our  deficit  instead  of  increas- 
ing it  then  at  that  point. 

Ms.  Tyson.  Absolutely.  It  is  very  important  that  this  long  run 
not  be  so  long  that  we  can't  phase  it  into  the  second  part  of  this 
decade,  so  that  we  don't  end  up  with  having  in  place  the  mecha- 
nism to  control  cost  by  1997.  So  that,  as  we  go  forward  we  don't 
see  this  deficit  problem  rise  again. 

Senator  WoFFORD.  If  I  understand  right,  the  figure  you  gave  us 
for  the  per-capita  cost  that  we  are  now  paying  per  person  of  $1,300 
per  person  needs  to  be  spelled  out,  needs  to  be  made  clear  that  the 
average  household  is  2.6  persons.  So  that,  the  average  family  is 
spending  $8,000  per  year  today. 

Ms.  TVsON.  Yes,  that  is  right.  I  put  the  per  capita  in  there  be- 
cause I  wanted  to  just  show  the  comparison  with  other  countries 
on  a  per-capita  basis. 

Senator  Wofford.  The  effect  on  small  business  is,  of  course,  cru- 
cial in  our  economy  and  to  our  fellow  citizens  in  small  business 
where  most  of  the  jobs  come  in  this  country  today.  Could  you  com- 
ment on  the  impact  on  small  business  of  different  approaches  to 
the  financing  or  funding  of  health  care?  There  are  hypothetical 
cases  that  are  being  put  forth  with  very  dire  consequences  for 
small  business,  and  I  just  wondered,  without  going  into  what  the 
final  proposals  from  the  President  will  be,  what  you  can  say  about 
what  the  different  approaches  to  reform  might  mean  for  small  busi- 
ness. 

Ms.  Tyson.  Well,  the  first  thing  I  want  to  say  is  I  want  to  start 
by  emphasizing  a  point,  which  I  think  is  often  missed  in  these  dis- 
cussions, and  that  is  that  the  administration  recognizes  very  clear- 
ly the  critical  role  which  small  businesses  have  played  in  job  cre- 
ation in  the  United  States. 

So  I  want  to  assure  everyone  that  the  system  that  we  will  pro- 
pose is  a  system  which  will  be  sensitive  to  the  issue  of  cost  on 
small  firms,  because  we  realize  that  we  inherited  a  slowly  plowing 
economy,  an  economy  which  has  generated  very  few  jobs  in  more 
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than  2  years  of  economic  recovery,  an  economy  in  which  the  pri- 
mary driver  of  job  creation  is  small  businesses.  We  cannot  afford 
for  economic  reasons  to  introduce  a  health  care  reform  package 
which  imposes  a  significant  burden  on  small  businesses. 

On  the  other  hand,  you  also  have  to  emphasize  at  the  same  time 
that  the  current  system  imposes  a  significant  burden  on  small  busi- 
nesses. It  is  not  as  if  we  do  nothing.  We  have  left  to  the  small  busi- 
ness community  a  wonderful  scenario  for  its  economic  growth.  The 
small  business  community  is  hurt  disproportionately  in  some  ways 
by  the  effect  of  the  Cxovemment  deficit.  When  the  Government  runs 
a  big  deficit,  it  borrows  money  from  the  private  capital  market. 
When  interest  rates  are  high,  in  a  small  business  community,  its 
access  to  capital  is  often  the  most  Hmited.  So,  essentially,  they  are 
affected  disproportionately  by  the  problem  of  the  deficit.  They  are 
affected  in  terms  of  their  ability  to  attract  high-productivity,  high- 
skilled  workers.  If  they  can't  afford  to  offer  health  care  insurance 
to  their  workers,  then  the  potential  pool  of  workers  that  they  draw 
from  is  not  the  highest-skilled,  most  productive  work  force. 

Then,  finally,  a  number  of  small  businesses  actually  already  pro- 
vide health  insurance  for  their  workers,  and  those  firms  are  paying 
very  high  costs.  They  are  paying  higher  costs  than  large  firms  be- 
cause of  the  way  the  insurance  system  runs.  So  we  want  to  actually 
help  the  small  firms,  who  are  currently  paying  insurance,  pay  more 
attractive  rates  for  their  employees.  So,  in  a  number  of  ways,  I 
think 

Senator  Wofford.  I  think  something  like  three-quarters  or  75 
percent  of  small  businesses  under  100  do  have  insurance  coverage 
today,  and  their  costs  are  going  up 

Ms.  Tyson.  Are  going  up,  right. 

Senator  WoFFORD.  — even  higher,  far  higher  than  most  larger 
businesses. 

Ms.  Tyson.  Right.  Two-thirds  of  workers  in  firms  between  25 
and  99  workers  already  have  insurance.  So  it  is  important  to  say 
that  we  think  often  in  these  discussions  that  it  sounds  as  if  the 
small  business  community  is  not  providing  health  insurance,  and 
we  are  going  to  introduce  a  reform  which  requires  them  to  do  so. 
In  fact,  small  business  firms,  by  and  large,  do  provide  health  insur- 
ance. Two-thirds  of  the  workers  in  what  we  might  call  small  firms 
have  private  insurance.  A  little  less  than  50  percent,  if  you  take 
firms  of  workers  with  fewer  than  25  employees,  if  that  is  your  defi- 
nition of  small — 46  percent  of  workers  in  those  firms  have  health 
insurance.  . 

It  is  those  firms  who  are  paying  very  high  cost  to  insure  their 
workers  and  in  this  reform  will  be  better  of  But,  again,  we  are 
very  sensitive  to  the  needs  of  the  entire  small  business  community. 

Senator  WoFFORD.  Mr.  Chairman. 

The  Chairman.  Thank  you. 

Senator  Wofford.  I  have  other  questions  I  will  put  in  the 
record. 

The  Chairman.  Fine. 

Many  of  us  are  very  hopeful  that,  whatever  savings  that  you  do 
get  in  terms  of  dealing  with  health  care  issues  now,  there  are  re- 
sources that  could  be  used  for  covering  others.  I  know  that  there 
is  an  emphasis  in  terms  of  trying  to  see  some  health  care  savings 
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used  in  deficit  reduction,  and  I  know  that  that  is  always  a  balance. 
But  I  think  many  of  us  would  hope  that  as  you  move  through  with 
the  savings  that  are  related  particularly  to  health  care  issues,  that 
they  be  utilized  to  expand  coverage  or  to  strengthen  quality. 

We  are  very  grateful  to  you  for  making  the  extra  effort  to  come 
from  abroad  to  be  with  us  here  todav.  The  Economic  and  Social  Re- 
search Institute,  as  reported  in  the  newspaper  today,  assumes 
higher  growth  rates  under  the  current  system  than  the  administra- 
tion. Therefore,  their  savings  estimates  will  be  somewhat  higher. 
This  new  study  just  released  today  projects  that  bv  holding  health 
care  spending  to  the  increase  of  wages,  we  could  cover  everyone 
and  still  save  $3.1  trillion  over  the  next  decade. 

As  I  say,  I  understand  that  the  baseline  assumed  by  the  ESRI 
is  higher  than  the  administration's.  But  we  are  talking  about  mas- 
sive savings  under  either  scenario,  are  we  not? 

Ms.  Tyson.  Absolutely.  Yes. 

The  Chairman.  So  those  who  focus  on  the  cost  of  the  administra- 
tion's program  really  need  to  look  at  the  big  picture.  The  costs  of 
doing  nothing  are  truly  stupendous  compared  with  the  savings 
under  a  comprehensive  reform. 

In  this  program,  the  Economic  and  Social  Research  Institute  has 
a  figure  for  capping  employer  and  employee  contributions  to  health 
care  at  7.75  percent,  whether  it  is  a  premium  or  a  tax,  and  holding 
all  public  health  spending  at  the  amount  raised  by  the  7.75  percent 
pavroll  premium.  Total  national  health  costs  could  be  cut  by  3.1 
trillion  over  10  years. 

Obviously,  that  figure  varies  in  terms  of  what  is  going  to  be  in 
the  benefit  package  and  other  factors.  But  certainly,  7.7,  almost  8 
percent,  is  not  out  of  the  ball  park,  I  think,  in  terms  of  at  least 
some  of  the  considerations  of  the  administration,  and  the  savings 
are  just  absolutely  stupendous. 

I  would  imagine  that,  translated  in  common  folks'  language, 
means  if  you  are  only  going  to  spend  the  7.75  that  you  have  a  ceil- 
ing. 

Ms.  Tyson.  Right. 

The  Chairman.  OK  That's  another  important  aspect  that  is 
being  considered  and  hopefully  supported  by  the  administration. 

I  want  to  thank  you  very  much.  We  want  to  continue  to  gain 
your  insight  into  these  matters.  We  didn't  get  into  some  of  the  em- 
ployment implications  of  overall  savings,  what  the  impact  would  be 
on  total  employment  and  others,  although  I  think  over  time,  we 
have  had  some  very  strong  testimony  on  that  issue  before  the  com- 
mittee, so  we  might  have  some  follow-up,  general  macroeconomic 
kinds  of  questions  for  you. 

We  are  delighted  to  have  you  here,  and  it  has  been  a  pleasure 
to  listen  to  you.  We  look  forward  to  working  with  you  and  the 
President  and  Mrs.  Clinton  on  health  care  reform. 

Ms.  Tyson.  Thank  you.  Can  I  just  say  that  I  really  appreciate 
the  opportunity  to  come  here,  and  I  want  to  acknowledge  all  of  the 
effort  and  interest  that  you  have  paid  to  this  issue  over  the  years. 
I  do  look  forward  to  working  with  you  to  finally  take  this  oppor- 
tunity to  address  a  problem  which  has  lingered  much  too  long  for 
the  American  economy. 

Thank  you. 
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The  Chairman.  Well,  this  is  the  time. 

Thank  you  very,  very  much. 

The  members  of  our  next  panel  provide  a  unique  perspective  on 
the  health  care  crisis.  Bob  Crandall,  president  and  chairman  of 
American  Airlines,  is  a  distinguished  business  leader  who  must 
deal  with  the  consequences  of  out-of-control  health  care  costs  every 
day. 

Morty  Bahr,  president  of  the  Communication  Workers  of  Amer- 
ica, confronts  the  issues  of  the  health  care  crisis  in  every  bargain- 
ing session  and  knows  that  it  ranks  at  the  top  of  the  list  among 
concerns  of  the  workers  he  represents. 

Francine  Wilson,  from  my  home  State  of  Massachusetts,  brings 
the  perspective  of  the  small  business  owner,  one  of  the  groups  that 
suffers  most  under  the  current  system  and  has  the  most  to  gain 
from  reform. 

And  finally,  John  Sheils,  a  respected  policy  analyst  from  the 
well-known  health  consulting  and  analysis  firm  of  Lewin-VHI,  will 
present  the  results  of  a  new  study  on  the  impact  of  the  current  sys- 
tem on  wages  and  the  number  of  uninsured. 

I  want  to  take  a  moment  to  welcome  Francine  Wilson.  You  are 
very  good  to  come  today.  I  have  read  through  your  testimony,  and 
it  is  a  story  that  is  replicated  in  communities  all  over  the  country. 
I  think  all  of  us  are  enormously  impressed  by  your  energy  and  your 
resourcefulness  in  developing  that  small  busmess,  the  nard  work 
that  you  and  your  family  have  put  into  it,  and  the  conscientious- 
ness that  you  have  demonstrated  in  terms  of  trying  to  look  out 
after  your  employees.  It  is  truly  a  remarkable  story,  and  we'll  have 
a  chance  to  hear  from  you.  Welcome. 

Mr.  Crandall,  we're  glad  to  have  you  back.  Things  have  changed 
since  you  were  here  before,  but  a  lot  of  things  haven't  changed.  We 
look  forward  to  your  testimony. 

STATEMENTS  OF  ROBERT  L.  CRANDALL,  PRESffiENT  AND 
CHAIRMAN,  AMERICAN  AIRLINES,  INC.,  FORT  WORTH,  TX; 
MORTON  BAHR,  PRESIDENT,  COMMUNICATIONS  WORKERS 
OF  AMERICA,  AFL-CIO,  WASHINGTON,  DC;  FRANCINE  WIL- 
SON, VICE  PRESIDENT  AND  OFFICE  MANAGER,  LOGAN  DIS- 
PATCH COMPANY,  BOSTON,  MA,  AND  JOHN  SHEILS,  VICE 
PRESIDENT,  LEWIN-VHI,  INC.,  FAIRFAX,  VA 

Mr.  Crandall.  Mr.  Chairman,  Senators,  I  am  delighted  by  your 
invitation  to  appear  again  before  this  committee,  and  I  am  very 
pleased  to  have  an  opportunity  to  give  this  uniquely  qualified  body 
my  views  on  our  health  care  problems. 

I  am  here  today  not  to  speak  for  the  airline  industry,  but  as  the 
chief  executive  of  a  corporation  providing  health  care  benefits  for 
more  than  100,000  employees  and  their  dependents. 

The  inadequacy  and  cost  of  our  health  care  system  are  among 
this  country's  most  significant  economic  and  social  problems.  A  sys- 
tem which  leaves  37  million  Americans  without  assurance  that 
they  can  either  have  or  pay  for  health  care  and  which  has  allowed 
health  care  to  become  to  costly  that  many  corporations  have  been 
forced  to  abandon  or  reduce  coverage  for  both  active  and  retired 
employees  is  clearly  in  need  of  fixing. 
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While  tens  of  millions  of  Americans  have  no  health  care  insur- 
ance and  while  many  people  have  less  than  adequate  care,  very  few 
go  without  care  altogether;  although  some  of  the  uninsured  pay 
their  own  way,  many  rely  on  care  financed  by  cost-shifting  by  pro- 
viders. 

Now,  I  have  no  quarrel  with  requiring  all  citizens  to  pay  their 
fair  share  of  the  costs  for  the  health  care  our  society  provides  for 
its  least  fortunate  members — but  I  do  object  to  that  cost-sharing 
which  is  driven  by  having  to  pick  up  the  slack  created  by  compa- 
nies, some  of  which  may  be  my  competitors,  that  simply  refuse  to 
provide  coverage  for  their  employees. 

To  put  the  cost  issue  in  perspective,  consider  the  relative  size 
and  growth  rates  of  the  health  care  and  defense  sectors  of  our  econ- 
omy. Thirty  years  ago,  each  accounted  for  a  bit  more  than  4  per- 
cent of  gross  domestic  product.  By  1991,  defense  spending  had 
risen  to  6  percent  of  GDP,  but  health  care  had  exploded  to  about 
14  percent,  or  about  $750  billion.  Various  forecasts  put  health  care 
costs  at  more  than  $1  trillion  by  1994  and  $1.7  trillion  by  the  year 
2000. 

Looked  at  another  way,  the  U.S.  health  care  industry  is  the 
world's  eighth-largest  economy. 

As  I  am  sure  most  of  you  know,  the  United  States  spends  a  larg- 
er percentage  of  its  GDP  on  health  care  than  any  other  Nation. 
While  all  that  spending  has  bought  us  the  best  health  care  in  the 
world — for  those  who  can  afford  it — it  also  means  that  U.S.  compa- 
nies operate  at  a  real  and  growing  competitive  disadvantage  vis-a- 
vis their  foreign  rivals.  In  the  United  Kingdom  and  Japan,  for  ex- 
ample, 6  percent  of  GDP  is  spent  on  health  care,  and  in  Germany, 
the  figure  is  8.5  percent. 

Since  1980,  the  cost  of  health  care  for  U.S.  employers  has  risen 
at  an  annual  rate  of  15  percent.  It  now  averages  about  $4,000  per 
employee,  and  by  the  year  2000  could  rise  to  as  much  as  $17,000. 

That  growing  burden  is  having  an  increasingly  adverse  impact 
on  the  willingness  of  employers  to  either  invest  capital  or  take  on 
new  employees.  As  a  consequence,  it  is  costing  us  jobs  and  sapping 
consumer  confidence.  Let  me  give  you  a  very  explicit  example. 
Every  $30  million  we  spend  on  health  care  could,  alternative,  buy 
a  McDonnell  Douglas  Super  80,  and  each  Super  80  we  buy  creates 
200  jobs  in  America,  and  lots  more  jobs  at  McDonnell  Douglas  and 
in  the  travel  and  tourism  businesses  that  depend  on  us  to  bring 
them  customers. 

At  American  Airlines,  as  at  other  large  companies,  medical  costs 
are  simply  out-of-hand.  Had  our  medical  costs  risen  only  at  the 
rate  of  inflation  during  the  past  3  years,  we  would  have  saved  $91 
million.  While  American  has  managed  to  keep  cost  increases  below 
the  national  average,  our  total  health  care  expenditures  were  still 
$326  million  in  1992,  and  that  does  not  include  the  $14.3  million 
paid  by  our  employees  who  started  contributing  in  1990. 

Today's  health  care  costs  and  the  higher  costs  we  see  coming  are 
simply  not  sustainable.  In  an  effort  to  slow  the  growth,  we  nave 
implemented  such  initiatives  as  managed  care,  HMOs,  an  employee 
assistance  progpram,  volume-discount  and  mail  order  prescription 
drug  programs,  elimination  of  first-dollar  coverage,  utilization  re- 
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view,  case  management,  negotiated  hospital  discounts,  and  flexible 
benefits. 

Those  efforts  have  forced  us  to  make  lots  of  choices,  some  of  them 
clearly  unpalatable.  For  example,  we  are  now  using  provisional  and 
temporary  employees  in  some  functions  in  order  to  avoid  the  bur- 
den of  providing  health  care  benefits  for  permanent  employees. 

Two  things  are  clear.  One,  we  have  not  found  a  cost-effective  so- 
lution, and  two,  the  problems  simply  cannot  be  solved  without 
some  new  policy  direction. 

What  are  the  new  directions  needed? 

First,  we  must  somehow  limit  the  costs  associated  with  the  curse 
of  litigation.  Ways  must  be  found  to  limit  tests  and  medical  proce- 
dures performed  only  to  guard  against  possible  future  lawsuits;  to 
prevent  the  bringing  of  frivolous  le^al  charges,  which  insurance 
companies  almost  always  find  it  advisable  to  settle  rather  than  to 
try;  and  to  limit  malpractice  awards.  The  cost  of  the  medical  mal- 
practice system  in  the  United  States  has  been  estimated  at  as  high 
as  $40  billion.  That  is  a  number  we  simply  cannot  afford. 

Second,  we  must  encourage  efficiencies  in  the  health  care  deliv- 
ery system.  Mrs.  Clinton  told  a  business  group  just  last  week  that 
she  believed  current  costs  could  be  cut  by  $100  billion  if  we  opti- 
mized efficiencies.  There  are,  in  fact,  lots  of  ways  to  save  money, 
and  we  need  to  find  them  all  if  we  are  to  pay  for  the  additional 
needs  we  all  acknowledge. 

Third,  we  must  find  ways  to  encourage  collaboration  among 
health  care  providers  to  ensure  full  utilization  of  all  medical  facili- 
ties and  equipment.  In  the  airline  business,  when  we  are  flying  too 
many  empty  seats,  the  market  forces  us  to  become  more  efficient. 
The  same  adjustments  are  needed  in  our  health  care  system. 

And  finally,  we  must  find  a  way  to  eliminate  unnecessary  care. 
A  1991  study  concluded  that  53  percent  of  hospital  inpatient  care 
in  the  United  States  and  21  percent  of  ambulatory  care  is  medi- 
cally unnecessary  and  represents  a  colossal  waste  of  scarce  re- 
sources. 

Senators,  the  U.S.  health  care  system  is  in  crisis.  All  Americans 
should  have  access  to  at  least  a  minimal  level  of  medical  care.  But 
if  that  is  to  happen,  society  must  find  new  ways  to  limit  the  costs 
and  to  allocate  the  burden  properly.  While  there  is  much  that  com- 
panies can  do  to  help,  business  cannot  solve  the  problem  by  itself, 
and  we  must  take  care  that  we  do  not  limit  the  vigor  of  our  enter- 
prises by  throwing  more  money  than  we  have  at  the  health  care 
problem. 

There  are  solutions.  It  will  not  be  easy  to  either  develop  or  imple- 
ment them,  but  I  think  it  is  clear  that  we  have  no  choice. 

Mr.  Chairman,  Senators,  thank  you  verv  much  for  the  oppor- 
tunity to  put  my  views  before  you.  We  stand  ready  to  share  our  ex- 
periences and  our  programs,  and  to  work  with  this  committee,  and 
with  the  administration,  to  nelp  find  solutions  to  these  very  press- 
ing problems. 

The  Chairman.  Thank  vou  very  much. 

It  is  a  pleasure  to  welcome  back  Morty  Bahr,  president  of  the 
Communications  Workers  of  America.  I  think  most  of  us  on  this 
committee  have  had  the  good  opportunity  to  work  with  Morty  Bahr 
for  many,  many  years  on  healtn  care  issues  and  other  issues  as 
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well.  He  understands  the  fiill  implications  of  not  taking  action  and 
taking  action  for  his  own  employees  and  also  from  workers  gen- 
erally. 

We  are  delighted  to  have  you  back. 

Mr.  Bahr.  Thank  you,  Mr.  Chairman. 

I  am  here  today  representing  some  650,000  CWA  members  who 
work  in  the  telecommunications  industry,  TV  and  radio.  State  and 
local  government,  in  the  printing  and  publishing  industry,  as  well 
as  the  health  care  field. 

We  have  experienced  first-hand  the  disruptive  impact  of  Ameri- 
ca's health  care  crisis  in  our  collective  bargaining  relationships  in 
each  of  these  sectors. 

In  1983,  for  example,  health  care  was  one  of  the  issues  in  a  na- 
tionwide strike  at  AT&T.  In  1986  we  had  a  6 -week  walkout  in 
NYNEX  over  health  care  cost-shifting.  The  situation  reached  a  boil- 
ing point  in  1989  when  about  150,000  CWA  members  employed  by 
NYNEX,  Bell  Atlantic,  and  Pacific  Telesis  struck  over  management 
demands  for  concessions  in  our  health  care  benefits.  The  strikes  at 
Bell  Atlantic  and  Pacific  Telesis  were  settled  within  a  month,  but 
the  strike  at  NYNEX,  as  you  well  know,  Mr.  Chairman,  lasted  17 
weeks.  Some  analysts  estimated  those  strikes  cost  the  economy 
over  $1  billion  in  lost  productivity. 

Not  every  round  of  negotiations  results  in  a  strike,  but  for  CWA 
and  every  labor  union,  each  bargaining  session  is  stymied  by  fierce 
struggles  over  health  care.  Central  to  each  of  these  conflicts  is  the 
struggle  over  how  to  control  the  ever  rising  cost  of  health  care, 
while  at  the  same  time  assuring  that  our  members  get  the  access 
to  the  care  they  need. 

The  issue  is  a  lightning  rod,  because  when  employers  ask  work- 
ers to  pay  more  out  of  pocket  for  health  care,  then  our  take-home 
pay  is  reduced.  When  employers  demand  premium  sharing,  our 
wages  are  vulnerable  to  the  ever  rising  costs  of  our  health  care 
plans. 

One  study  found  that  American  working  families  took  the  equiv- 
alent of  a  5  percent  cut  in  take-home  pay  in  1992  alone  due  to  ex- 
ploding health  care  costs. 

The  outlook  for  retirees  is  even  bleaker.  The  new,  more  stringent 
accounting  standards  for  health  care  have  increased  employers'  in- 
centives to  cut  or  eliminate  retiree  health  benefits  in  order  to  eradi- 
cate a  burdensome  liability  fi"om  their  financial  statements.  In  per- 
haps our  worst  experience,  Western  Union  retirees  were  forced  to 
accept  a  disastrous  health  care  plan  with  premiums  so  expensive 
that  some  retirees  found  their  pensions  nearly  eradicated. 

In  our  major  contracts,  we  have  negotiated  caps  on  employer  con- 
tributions to  provide  some  relief  on  their  financial  statements. 
AT&T  estimated  that  its  retiree  benefit  obligation  would  have  been 
in  excess  of  $9.5  billion.  We  agreed  to  cap  the  company's  contribu- 
tion to  retiree  health  benefits,  shaving  about  $5  billion  off  the  total 
benefit  obligation. 

Now  the  companies  are  wielding  those  caps  like  axes,  threaten- 
ing to  lop  off  the  benefits  for  retirees.  In  negotiations,  we  have  been 
able  to  delay  the  start  date  for  retiree  cost-sharing,  but  we  antici- 
pate this  issue  will  lead  to  a  firestorm  in  1995  when  we  bargain 
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again  if  no  national  solution  to  the  health  care  crisis  is  imple- 
mented. 

Ironically,  we  are  having  these  problems  over  health  care  despite 
CWA's  long  history  of  cooperation  with  our  employers  to  control 
runaway  costs.  Regrettably,  these  programs  had  only  a  short-term 
effect  of  holding  cost  increases  down. 

Our  individually  negotiated,  employer-sponsored  health  plans, 
large  as  they  are,  simply  do  not  have  the  market  clout  required  to 
temper  inflationary  pricing,  to  control  the  proliferation  of  expensive 
medical  technology,  and  to  curb  the  practice  of  unnecessary  or  in- 
appropriate care.  And  certainly,  we  do  not  have  the  ability  on  our 
own  to  provide  coverage  to  the  uninsured. 

So,  bargaining  session  after  bargaining  session,  we  are  taxed  to 
come  up  with  new,  so-called  "cost  saving"  innovations  in  order  to 
prevent  cost-shifting  to  our  members  which  could  devastate  their 
living  standards.  We  now  have  negotiated  the  latest  phenomenon 
in  cost  containment  in  all  of  our  major  contracts — we  have  moved 
to  point  of  service,  managed  care  networks  instead  of  the  tradi- 
tional indemnity  plans. 

We  proposed  the  networks  during  the  1989  negotiations  with 
AT&T  because,  by  the  company's  own  estimates,  if  left  unchecked, 
health  costs  were  projected  to  double  to  $2  billion  by  1994.  As  a 
result  of  our  networks,  cost  increases  have  been  held  down  to  be- 
tween 8  and  9  percent  a  year — lower  than  the  rate  of  increases  in 
traditional  plans  and,  for  most  employers,  but  still  much  higher 
than  the  general  rate  of  general  inflation. 

Mr.  Chairman  and  Senators,  to  measure  the  real  impact,  had 
AT&T's  health  care  costs  in  1990  been  held  to  8  percent  of  payroll, 
the  savings  could  have  funded  11,000  bargaining  unit  jobs.  The 
1992  rise  over  1991  in  NYNEX,  where  we  have  a  traditional  health 
care  plan,  equated  to  a  2  percent  across-the-board  wage  increase. 

Negotiating  these  plans  at  the  bargaining  table  is  just  the  begin- 
ning of  an  arduous  process.  Since  there  are  no  Federal  standards 
governing  the  structure  and  performance  of  managed  care  net- 
works, we  had  to  develop  our  own.  We  then  found  that  we  had  to 
rely  on  local  union  members  to  assure  that  access  standards  were 
being  met. 

Local  unions  have  also  taken  on  the  responsibility  of  monitoring 
plan  performance  to  make  sure  that  our  members  are  getting  the 
benefits  to  which  they  are  entitled.  This  is  no  easy  task.  Some  of 
the  stories  that  have  come  to  my  attention  are  unconscionable.  For 
example,  a  member  in  Baltimore,  employed  at  Bell  Atlantic,  has  a 
deaf  child  with  a  severe  psychological  disability  requiring  psy- 
chiatric treatment.  There  is  only  one  psychiatrist  in  Baltimore  who 
uses  sign  language,  and  she  is  not  in  the  network.  After  months 
of  dickering  with  the  network  administrator,  the  local  union  finallv 
received  written  approval  for  the  member  to  use  the  nonnetwork 
psychiatrist.  Even  after  all  that,  every  claim  was  denied  because 
the  computer  couldn't  process  this  unique  situation.  Our  local 
union  had  to  intervene  each  time  to  get  the  claims  paid. 

What  our  experiences  taught  us  is  that  the  health  care  crisis 
cannot  be  solved  at  the  bargaining  table.  It  is  too  big  and  too  com- 
plex for  small  groups  of  labor  and  management  working  independ- 
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ently  to  solve.  The  wolf  is  at  the  door  as  far  as  health  care  is  con- 
cerned, and  incremental  approaches  will  not  fend  off  the  attack. 

The  members  of  my  union  want  me  to  encourage  the  members 
of  this  committee  and  the  administration  to  act  promptly  and  bold- 
ly to  bring  about  a  comprehensive  restructuring  of  the  Nation's 
health  care  system.  We  have  endorsed,  as  have  many  unions,  the 
American  Health  Security  Act  because  it  deals  with  the 
multidimensional  aspects  of  the  health  care  crisis. 

We  applaud  you,  Mr.  Chairman,  and  this  committee  for  conduct- 
ing these  hearings  and  encourage  you  in  your  efforts  to  develop  a 
comprehensive  national  solution  to  this  crisis  which  will  serve  the 
best  interests  of  workers  and  the  public  at  large. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Bahr  follows:! 

Prepared  Statement  of  Mr.  Bahr 

Fm  here  today  representing  more  than  650,000  CWA  members  who  work  in  the 
telecommunications  industry,  for  State  and  local  government,  in  the  printing  and 

Sublishing  industry  and  in  the  health  care  field.  We  have  experienced  first-hand  the 
isruptive  impact  of  America's  health  care  crisis  in  our  collective  bargaining  rela- 
tionships in  each  of  these  sectors.  Thank  you  Mr.  Chairman,  for  this  opportunity 
to  share  our  experience  and  to  explain  why  CWA  has  revitalized  our  long-standing 
support  for  a  national  health  care  plan. 

Our  experience  has  led  us  to  conclude  that  the  employer-based  system  of  health 
care  access  is  broken  and  beyond  fixing.  We  believe  that  now  is  the  time  for  a  major 
restructuring  of  the  health  care  delivery  system.  To  that  end,  we  have  endorsed  the 
American  Health  Security  Act,  sponsored  by  Senator  Paul  Wellstone.  That  biU  best 
meets  our  goals  for  health  care  reform.  Moreover,  the  biU  breaks  the  link  between 
health  care  and  employment,  a  key  goal  for  the  members  of  CWA. 

In  the  past  decade,  virtually  every  CWA  member  has  struggled  to  protect  he  bene- 
fits from  employer-proposed  cuts  during  contract  negotiations.  In  1983,  health  care 
was  one  of  the  issues  in  a  nationwide  strike  against  AT&T,  although  it  was  not  the 
primary  issue.  In  1986,  we  had  a  6-week  walkout  in  NYNEX  over  health  care  cost 
shifting.  The  situation  reached  a  boUing  point  in  1989  when  about  150,000  CWA 
members  employed  by  NYNEX,  Bell  Atlantic  and  Pacific  Telesis  struck  over  man- 
agement demands  for  concessions  in  our  health  benefits.  The  strikes  at  Bell  Atlantic 
and  Pacific  Telesis  were  settled  within  a  month,  but  the  strike  at  NYNEX  lasted 
17  weeks.  Some  analysts  estimate  those  strikes  cost  the  economy  over  $1  billion  in 
lost  productivity. 

Not  every  round  of  negotiations  results  in  a  strike,  but  for  CWA  and  every  labor 
union  each  bargaining  session  is  stymied  hy  fierce  struggles  over  health  care.  Last 
year  in  our  most  recent  round  of  negotiations  with  the  Bell  Telephone  Operating 
Companies,  there  were  no  strikes,  but  there  were  bitter  fights  over  health  care  at 
Bell  Atlantic  and  Southwestern  BeU  that  have  tainted  labor-management  relations 
ever  since.  At  United  Telecom  and  General  Telephone  health  care  benefits  sparked 
discord  between  labor  and  management.  In  New  Jersey,  where  we  represent  State 
workers,  each  round  of  bargaining  finds  CWA  and  the  State  struggling  to  find  new 
ways  to  solve  the  same  old  problems.  In  Texas,  where  we  represent  thousands  of 
state  workers  who  are  denied  the  right  to  bargain  collectively,  we  launch  massive 
lobbying  campaigns  to  block  attempts  to  ravage  the  State  workers  health  plan. 
Central  to  each  of  these  conflicts  is  the  struggle  over  how  to  control  the  ever  rising 
cost  of  health  care  while  at  the  same  time  assuring  that  CWA  members  get  the  ac- 
cess to  the  care  they  need. 

The  issue  is  a  lightning  rod  because  health  benefits  affect  not  only  our  access  to 
health  care — our  benefit  plans  have  direct  bearing  upon  our  standard  of  living. 
When  employers  ask  workers  to  pay  more  out-of-pocket  for  health  care,  then  our 
take-home  pay  is  reduced.  When  employers  demand  premium  sharing,  then  our 
wages  are  vulnerable  to  the  ever-rising  costs  of  our  health  plans. 

A  recent  study  commissioned  by  the  Service  Employees  International  Union  and 
conducted  by  the  health  economics  firm  of  Lewin-ICF  assessed  the  damage  inflicted 
by  out-of-control  health  care  costs  on  worker  wages,  businesses  and  government 
deficits.  Their  study  included  this  major  finding — American  working  families  took 
the  equivalent  of  a  5-percent  cut  in  take-home  pay  in  1992  alone  due  to  exploding 
health  costs. 
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It  is  difficult  to  estimate  the  wage  increases  CWA  might  have  negotiated  had 
health  costs  not  eaten  away  so  much  of  the  corporate  resources  available  to  labor. 
But  this  we  know:  as  a  percent  of  payroll,  corporate  medical  expenses  are  growing 
eadi  year.  At  AT&T,  for  example,  for  every  dollar  paid  in  wages  in  1985,  6Y2  cents 
went  to  the  medical  plan.  That  proportion  has  grown  each  year,  even  though  our 
benefits  have  not  been  expanded  notably.  By  1990  (the  most  recent  year  for  which 
CWA  has  data)  the  medical  plan  was  eating  up  almost  11  cents  for  every  dollar  paid 
in  wages.  K  employer  healtn  costs  had  been  limited  to  8  percent  of  total  payroll, 
for  example,  $305  million  would  have  been  available  in  that  year.  That  is  equivalent 
to  almost  11,000  bargaining  unit  jobs.  Some  of  that  savings  could  have  been  directed 
to  workers'  wages,  to  assisting  workers  with  their  out-of-pocket  health  payments,  or 
to  the  creation  or  preservation  of  bargaining  unit  jobs. 

The  outlook  for  retirees  is  even  oleaker.  The  new,  more  stringent  accounting 
standards  for  health  care  have  increased  employers'  incentives  to  cut  or  eliminate 
retiree  health  benefits  in  order  to  eradicate  a  burdensome  liability  from  their  finan- 
cial statements.  As  you  know,  retirees  age  65  and  older  have  some  protections  under 
Medicare.  But  the  benefits  ne^tiated  by  unions  to  supplement  Medicare  are  at  risk 
since  there  is  no  legal  obligation  for  employers  to  provide  or  even  negotiate  benefits 
for  -tired  workers. 

Workers  who  retire  before  age  65  are  at  greater  risk  since  thejr  have  no  govern- 
ment-sponsored safety  net.  Tooay  as  many  01  our  employers  downsize  to  create  what 
they  would  call  more  competitive  organizations,  early  retirement  is  the  only  viable 
option  for  thousands  of  workers.  Yet  the  fallout  from  FAS  106  has  created  a  new 
dilemma.  Though  unions  have  been  successful  in  negotiating  some  protections  for 
these  otherwise  uninsured  individuals  whose  income  is  greatly  reduced  upon  retire- 
ment, employers  are  pressing  an  assault  to  cut  retiree  benefits,  just  when  they  are 
needed  most.) 

In  perhaps  our  worst  experience.  Western  Union  retirees  were  forced  to  accept  a 
disastrous  nealth  care  plan  with  premiums  so  expensive  that  some  retirees  found 
their  pensions  nearly  eradicated. 

In  our  major  contracts,we  have  negotiated  caps  on  employer  contributions  to  pro- 
vide some  relief  on  their  financial  statements.  For  example,  AT&T  estimated  that 
its  retiree  benefit  obligation,  if  no  plan  changes  were  instituted,  would  have  been 
in  excess  of  $9.5  billion.  We  agreed  to  cap  the  company's  contribution  to  retiree 
health  benefits  as  a  way  to  limit  the  employer's  reportable  liability  and  to  make  the 
liability  easier  to  project  into  the  future,  but  reserved  the  right  to  bargain  over  the 
caps  in  the  future.  For  AT&T,  this  shaved  about  $5  billion  ofT  the  total  benefit  obli- 
gation? The  agreements  at  otner  companies  were  similar,  relative  to  their  size  and 
Benefit  obligation. 

Now,  in  a  stark  turnabout  to  our  good  faith  intentions,  the  companies  are  wield- 
ing those  caps  like  axes,  threatening  to  lop  off  the  benefits  for  retirees.  In  negotia- 
tions we  have  been  able  to  delay  the  start  date  for  retiree  cost  sharing,  but  we  an- 
ticipate this  issue  will  lead  to  a  firestorm  in  1995  when  we  bargain  again,  if  no  na- 
tional solution  to  the  health  care  crisis  is  implemented. 

Ironically,  we  are  having  these  problems  over  health  care  despite  CWA's  long  his- 
tory of  cooperation  with  our  employers  to  control  run-away  costs.  In  the  late  1970's 
and  early  1980's,  we  were  among  the  first  unions  to  negotiate  HMO-alternatives  for 
our  members  and  joint  union-management  cost  containment  committees.  We  have 
always  been  among  the  first  wave  of  innovative  cost-containment  programs  such  as 
utilization  review,  nospital  pre-admission  certification,  second  opinions  and  incen- 
tives for  out-patient  care. 

Regrettably,  these  programs  had  only  a  short-term  effect  of  holding  cost  increases 
down.  They  were  impotent  in  the  face  of  provider  cost-shifting  from  government  pro- 
grams andf  uncompensated  care,  and  the  other  issues  that  drive  health  costs.  Our 
individually  negotiated,  employer-sponsored  health  plans,  large  as  they  are,  simply 
do  not  have  the  market  clout  required  to  temper  inflationary  pricing,  to  control  the 
proliferation  of  expensive  medical  technology,  and  to  curb  the  practice  of  unneces- 
sary or  inappropriate  care.  And  certainly  we  do  not  have  the  ability,  on  our  own, 
to  provide  coverage  to  the  uninsured. 

So,  bargaining  session  after  bargaining  session,  we  are  taxed  to  come  up  with 
new,  so-called  "cost  saving^  innovations  in  order  to  prevent  cost  shifting  to  our  mem- 
bers which  could  devastate  their  living  standards.  We  now  have  negotiated  the  lat- 
est phenomenon  in  cost  containment  in  all  of  our  major  contracts— we've  moved  to 
Eoint  of  service,  managed  care  networks  instead  of^  traditional  indemnity  plans. 
Fnder  these  programs,  the  plans  negotiate  discounts  with  limited  numbers  of  hos- 
pitals and  doctors  in  exchange  for  a  larger  volume  of  patients.  Workers  can  choose 
to  use  doctors  and  hospitals  not  the  networks,  but  they  must  pay  higher  out-of-pock- 
ets  expenses  to  do  so. 
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We  proposed  the  networks  during  1989,  negotiations  with  AT&T  because  by  the 
company's  own  estimates,  if  left  unchecked,  health  costs  were  projected  to  exceed 
$2  billion  by  199  As  a  result  of  our  networks,  costs  increases  have  been  held  down 
even  8  and  9  percent  a  year— much  lower  than  the  rate  of  increases  in  traditional 
plans  and  for  most  employers,  but  still  much  higher  than  the  rate  of  general  infla- 

With  all  the  resources  committed  by  the  companies  and  the  unions  to  create  and 
maintain  these  networks,  there  is  still  no  guarantee  they  will  succeed.  Just  recently, 
an  AT&T  network  in  South  Carolina  announced  it  would  shut  down  its  operation. 
The  physicians  in  the  network  found  the  plan  to  be  too  much  trouble  and  no  longer 
wished  to  serve  the  AT&T  workers  under  the  terms  of  the  network.  They  would  pre- 
fer to  provide  care  under  a  standard  fee-for-service  contract. 

We  did  not  anticipate  when  we  negotiated  the  managed  care  networks  the  amount 
of  time,  energy  and  resources  that  would  be  required  of  our  union  and  our  members, 
as  well  as  the  employer,  to  assure  our  members  and  their  families  access  to  the  care 
they  need  when  they  need  it. 

At  this  point,  we  are  simply  not  sure  how  long  these  networks  will  enable  us  to 
keep  the  level  of  coverage  we  have  achieved  over  a  30  year  history  of  bargaining 
for  health  benefits.  We  may  have  simply  postponed  another  disruptive  round  of  bar- 
gaining. V         1      J 

What  our  experience  has  taught  us  is  that  the  health  care  crisis  cannot  be  solved 
at  the  bargaimng  table.  It  is  too  biff  and  too  complex  for  small  groups  of  labor  and 
management,  working  independently,  to  solve.  The  wolf  is  at  the  door,  as  far  as 
health  care  is  concerned,  and  incremental  approaches  will  not  fend  off  the  attack. 

The  members  of  CWA  want  me  to  encourage  the  members  of  this  committee  and 
the  Administration  to  act  promptly  and  boldly  to  bring  about  a  comprehensive  re- 
structuring of  the  Nation's  health  care  system.  We  have  endorsed  the  American 
Health  Security  Act  because  it  deals  effectively  with  the  multidimensional  aspects 
of  the  health  care  crisis. 

But  we  look  forward  to  working  with  the  Administration  and  the  Congress  m  sup- 
port of  legislation  that  assures  universal  coverage  under  a  standard  set  of  coni- 
prehensive  benefits;  includes  strong  and  efficient  cost  controls  along  with  elum- 
nation  of  administrative  waste;  is  financed  equitably,  based  on  ability  to  pay;  pre- 
serves consumer  choice;  and  restores  public  accountability. 

I  applaud  the  Chairman  and  this  committee  for  conducting  these  hearings  and  en- 
courage you  in  your  efforts  to  develop  a  comprehensive  national  solution  to  this  cri- 
sis which  wUl  serve  the  best  interests  of  workers  and  the  public. 

The  Chairman.  Thank  you  very  much,  Morty  Bahr. 

Francine  Wilson,  we  welcome  you  here.  Thank  you  very  much  for 
sharing  your  experience  with  the  committee. 

Ms.  Wilson.  Senator  Kennedy  and  members  of  the  committee,  I 
would  like  to  thank  you  for  the  opportunity  to  speak  here  today. 
My  name  is  Francine  Wilson.  I  own  a  small  trucking  company 
named  Logan  Dispatch,  Incorporated.  It  is  located  at  Logan  Inter- 
national Airport  in  East  Boston,  MA,  where  I  also  reside.  We  pick 
up  and  deliver  air  freight  within  a  50-mile  radius  of  Boston. 

I  started  the  business  in  1987  as  a  courier  service  with  a  small 
van.  In  late  1988,  my  husband  left  his  job,  where  he  had  worked 
for  18  years  as  a  truck  driver  and  office  manager.  We  then  pur- 
chased another  large  truck  and  obtained  some  new  accounts. 

Since  1987,  our  company  has  grown  every  year.  We  incorporated 
in  January  1990.  We  are  a  family  business  which  now  employs  five 
fUll-time  and  three  part-time  employees.  My  title  in  the  corporation 
is  vice  president.  My  duties  as  office  manager  include  all  book- 
keeping, dispatching,  customer  service,  bill,  and  all  other  office  pro- 
cedures. When  necessary,  I  also  make  pickups  and  deliveries. 

I  am  the  one  who  buys  health  insurance  for  our  employees,  so 
I  know  first-hand  the  problems  we  have  with  health  insurance.  The 
reason  I  am  here  today  is  to  stress  how  hard  it  is  for  small  busi- 
nesses to  get  insurance  and,  once  we  get  it,  how  we  have  to  strug- 
gle to  pay  for  it.  I  am  here  to  tell  you  that  we  need  an  affordable 
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health  care  program  which  would  enable  all  businesses  to  provide 
insurance. 

In  1988  when  my  husband  left  his  job,  we  were  left  without 
health  insurance.  We  were  unable  to  afford  it  on  an  individual 
basis,  and  the  company  was  unable  to  purchase  it  for  us  because 
it  was  struggling  to  meet  its  expenses.  Also,  I  was  told  by  many 
health  plans  that  they  do  not  sell  health  insurance  to  small  busi- 
nesses with  less  than  10  employees. 

During  1989,  one  of  my  sons  had  an  accident  on  his  bike.  He  dis- 
located his  elbow  and  had  to  go  to  therapy  for  a  couple  of  months. 
The  medical  expenses  were  running  high,  so  I  made  an  agreement 
to  send  payments  on  a  monthly  basis,  which  I  did.  But  they  say 
they  did  not  receive  payment  on  time,  so  they  turned  my  account 
over  to  a  collection  agency. 

I  have  four  sons,  and  tney  are  all  involved  in  all  kinds  of  sports. 
During  1988  through  1990,  I  had  to  be  very  selective  as  to  what 
sports  they  could  play  without  health  insurance  coverage.  The  fear 
of  my  family  becoming  ill  was  a  daily  worry  for  me,  as  was  the 
thought  of  losing  the  home  and  business  that  I  had  worked  so  hard 
for  to  medical  expenses. 

In  October  1990,  I  was  told  that  there  was  a  health  plan  for 
small  businesses  just  like  ours,  called  "The  Neighborhood  Health 
Plan,"  in  Dorchester,  MA.  The  letter  the  plan  sent  us  stated  that 
this  was  a  State-subsidized  program  and,  unlike  other  plans,  it 
wouldn't  turn  you  away  if  one  of  your  employees  has  a  medical  con- 
dition. So,  as  of  December  1990,  we  became  members  of  this  plan 
at  a  rate  of  $920.07  per  month  for  three  family  policies.  Although 
this  was  still  a  major  expense,  we  had  to  get  health  insurance,  and 
this  was  the  only  plan  we  could  find. 

Sometime  during  the  month  of  April  1992,  I  received  a  letter 
from  the  Group  Health  and  Benefits  Administrators  stating  that 
they  would  no  longer  continue  coverage  of  this  health  plan  and  that 
as  of  May  1992,  we  would  not  be  insured  by  the  plan.  I  did  not 
know  what  to  do.  The  last  week  of  April,  I  received  a  call  from  the 
Massachusetts  Businessmen's  Association,  Incorporated,  saying 
that  they  would  cover  Logan  Dispatch  at  a  rate  of  $1,439.79  per 
month  for  three  family  policy  plans.  For  fear  of  losing  health  insur- 
ance altogether,  I  was  forced  to  buy  this  insurance.  So  as  of  May 
1992,  we  have  been  covered  by  this  plan,  with  an  additional  in- 
crease of  $90  a  month  since  January  of  1993. 

We  find  it  very  hard  to  come  up  with  the  money  to  make  our 
health  insurance  payments.  During  the  past  few  months,  the  em- 
ployees of  the  company  have  had  to  take  a  $100  a  week  cut  in  pay 
to  nelp  pay  this  health  insurance  premium.  With  the  economy  not 
so  good  and  the  kind  of  business  we  operate,  cash  flow  is  a  real 
problem.  In  order  to  make  payroll  and  pay  health  insurance,  I  am 
forced  to  make  late  truck  payments.  We  recently  lost  a  credit  card 
for  fuel  to  operate  until  we  pay  our  balance  due  in  full.  We  have 
been  paying  for  fuel  and  tolls  out  of  personal  pocket  money. 

We  have  also  fallen  behind  in  the  rent  in  the  building  where  we 
operate  out  business,  which  the  owner  has  generously  ottered  to  let 
us  work  off  by  cleaning  the  property  and  by  moving  furniture  for 
him  to  various  locations.  Payroll,  taxes  and  health  insurance  are 
our  priority.  Unfortunately,  other  expenditures  are  secondary. 
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We  need  a  national  health  plan  that  covers  everyone,  no  matter 
what  their  financial  or  medical  situation  may  be.  Many  small  busi- 
nesses are  failing  due  to  the  problem  I  have  outlined.  We  struggle 
every  day  to  keep  our  business  going.  It  is  time  for  change.  We 
need  your  help.  I  speak  as  a  small  business  owner  trying  to  make 
ends  meet. 

As  a  child,  I  dreamed  of  owning  my  own  home  and  business,  and 
I  succeeded.  I  also  thought  that  people  who  had  the  "American 
dream"  were  well-off  financially.  It  has  been  such  a  struggle  to 
keep  all  that  I  strived  for  that  I  have  come  to  realize  it  may  be  only 
a  dream. 

We  small  businesses  need  help.  The  United  States  of  America  is 
people  having  a  chance  to  make  a  better  life  for  themselves.  Middle 
class  Americans  are  stuck,  not  making  enough  money  for  health  in- 
surance not  to  be  a  burden,  and  making  too  much  money  to  be  con- 
sidered poverty  level  so  that  health  insurance  is  fi*ee.  It  should  be 
considered  a  necessity,  not  a  luxury,  to  have  health  coverage. 

Thank  you. 

The  Chairman.  Excellent.  We'll  come  back  with  some  questions. 

Mr.  Sheils. 

Mr.  Sheils.  Thank  you. 

We  have  just  heard  some  very  interesting  and  moving  informa- 
tion and  anecdotal  evidence  on  the  impact  of  rising  health  care 
costs.  Our  job  is  to  try  and  quantify  that  and  put  together  some 
aggregate  figures  on  it. 

I  was  asked  to  present  some  of  this  background  data  on  the 
trends  in  national  health  spending,  the  impact  this  has  had  on  in- 
surance coverage  and  wage  levels. 

My  testimony  this  morning  builds  upon  some  analyses  that  we 
performed  for  the  Service  Employees  International  Union,  and  I 
would  like  to  also  acknowledge  the  contributions  of  my  colleagues. 
Dr.  David  Stapleton  and  Mr.  Randal  Haught. 

There  are  quite  a  few  facts  and  figures  that  I  will  try  to  go 
through  rather  quickly,  and  I  am  going  to  reference  my  prepared 
testimony  as  I  go  through  it. 

If  you  would  open  to  page  2  of  my  prepared  testimony,  this  figure 
shows  national  health  spending  as  a  percentage  of  gross  domestic 
product  for  selected  years.  Of  course,  gross  domestic  product  is  the 
measure  of  aggregate  national  income. 

In  1980,  the  United  States  spent  about  9  percent  of  its  gross  do- 
mestic product  on  health  care.  By  1993,  the  figure  will  grow  to  14.4 
percent  of  our  national  income.  By  the  year  2000,  18  percent  of  our 
economy  will  be  devoted  to  healtn  care.  It  is  projected  that  by  the 
year  2030,  as  much  as  32  percent  of  gross  domestic  product  will  be 
absorbed  by  the  health  care  sector. 

The  figure  on  page  4  of  my  testimony  shows  the  aggregate  level 
of  spending  in  selected  years.  In  1990,  we  spent  $666  billion  on 
health  care.  I  remember  in  a  speech  back  then,  I  said,  "We  are 
going  to  look  back  on  1990  as'  the  good  old  days'  when  we  only 
spend  $666  billion  on  health  care."  By  1993,  this  figure  had  grown 
to  $903  billion.  By  the  year  2000,  health  spending  will  climb  to 
$1.7  trillion. 

The  Federal  Government  is  really  hardhit  by  this  as  well.  Be- 
tween 1990  and  1993,  Federal  spending  on  health  care  increased 
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by  almost  $100  billion.  By  the  year  2000,  Federal  health  spending 
is  projected  to  grow  to  $617  billion  compared  to  a  current  figure  of 
$290  billion. 

The  share  of  total  health  spending  that  will  be  paid  for  by  the 
Federal  Government  grew  from  29  percent  in  1990  to  a  projected 
level  of  35  percent  by  the  year  2000. 

Rising  health  care  costs  have  contributed  to  the  growing  unin- 
sured population — I  think  we  have  heard  about  that  this  morning. 
Between  1980  and  1991,  health  spending  as  a  percentage  of  gross 
national  product  grew  from  about  9  percent  to  13  percent.  Yet,  de- 
spite this  massive  infusion  of  our  national  wealth  into  the  health 
care  sector,  the  number  of  uninsured  persons  increased  by  10  mil- 
lion persons  over  that  same  period — from  26  million  in  1980  to  35 
million  by  1991.  ^.  ,    . 

The  relationship  between  cost  and  insurance  coverage,  I  think,  is 
a  very  simple  one.  Quite  frankly,  the  faster  health  care  costs  rise, 
the  fewer  employees,  the  fewer  individuals  there  are  who  can  af- 
ford to  purchase  the  coverage.  This  is  reflected  in  some  of  the  cov- 
erage figures,  which  I'll  go  through  very  quickly  for  you. 

In  1987 — this  is  shown  on  page  9  of  my  testimony — 59  percent 
of  all  workers  had  coverage  on  their  job.  By  1991,  the  percentage 
dropped  to  57  percent  of  all  workers.  Another  way  of  putting  this 
is  that  about  47  milHon  workers  in  1987  did  not  have  coverage  on 
their  job.  By  1991,  the  number  had  climbed  to  almost  50  milHon 
workers. 

Of  course,  those  who  don't  get  employer-based  insurance  and 
aren't  eligible  for  public  programs  can  go  out  and  purchase  private 
coverage  if  they  want,  provided  they  can  get  it,  provided  they  can 
afford  it.  In  1987,  39  percent  of  the  people  in  that  group  bought  in- 
dividual coverage;  the  remainder  were  uninsured.  By  1991,  the  per- 
centage of  people  in  that  group  who  purchased  insurance  on  their 
own  declined  to  about  37  percent — again  reflecting  the  rising  cost 
of  coverage. 

The  trend  toward  the  increasing  uninsured  population  is  ex- 
pected to  continue  throughout  the  decade.  Figure  7  of  my  testimony 
which  is  on  page  10  shows  that  we  had  about  35.4  million  persons 
who  were  uninsured  in  1991.  That's  the  last  year  for  which  we 
have  hard  data.  We  are  projecting  that  that  will  grow  to  38  million 
Americans  in  1994  and  as  high  as  44  million  Americans  by  the 
turn  of  the  century.  In  percentage  terms,  14  percent  of  the  popu- 
lation is  without  coverage  in  1991.  By  the  year  2000,  16  percent 
will  be  without  coverage,  about  one-sixth  of  the  population,  or  one 
in  six  Americans. 

The  rising  cost  of  health  care  is  also  one  of  the  factors  that  has 
depressed  the  rate  of  growth  in  wages  and  salaries  during  the  past 
decade.  Employers  are  limited  in  the  amount  they  are  able  to  pro- 
vide employees  in  compensation  by  the  prices  they  are  able  to 
charge  for  their  products  in  the  marketplace.  As  health  care  costs 
rise,  this  reduces  the  amount  that  employers  are  able  to  provide 
workers  in  the  form  of  wage  increases— if  they  have  to  pay  more 
for  the  health  benefits,  there  is  less  leftover  to  pay  individuals  in 
wage  increases. 

The  effect  of  this  is  summarized  in  Figure  8,  which  is  on  page 
12  of  my  testimony.  Between  1980  and  1992,  the  average  percent- 
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age  growth  in  real  earnings  per  family  in  the  United  States  was 
about  .83  percent^-less  than  one  percentage  point  per  year.  If 
health  care  costs  during  the  1980  through  1992  period  had  been 
held  to  the  rate  of  growth  in  the  gross  national  product,  the  real 
wage  growth  would  have  been  about  1.06  percentage  points.  It 
doesn't  look  like  much  here,  when  you  graph  it  out  like  this,  but 
as  I'll  show  in  a  minute,  once  you  compound  it  over  time,  it  turns 
into  rather  a  large  figure. 

We  are  projecting  that  real  wage  growth  between  1994  and  the 
year  2000  will  be  just  under  one  percentage  point  a  year.  If  we 
were  able  to  control  costs  in  health  care  to  the  rate  of  growth  m 
GNP,  the  real  wage  growth  would  be  about  1.15  percentage  points 
per  year.  As  I  said,  the  compounding  effect  of  this  is  rather  dra- 
matic. „ 

If  you  look  at  Table  2,  which  follows  page  12  of  my  testimony, 
it  shows  average  wages  per  working  family  for  1980  through  1992, 
and  you  can  see  it  grew  from  about  $21,000  per  family  in  1980  to 
almost  $40,000  by  1992.  But  if  health  care  costs  had  been  con- 
trolled not  to  exceed  the  rate  of  growth  in  gross  domestic  product, 
wages  per  family  would  be  about  $818  higher  than  they  are  now 
in  1992.  The  cumulative  effect  of  this  for  working  families  over  that 
12-year  period  would  have  been  an  increase  in  wages  of  $3,751. 

So  you  can  see  that  much  of  the  reduction  in  real  wages  during 
the  past  decade  can  be  traced  to  the  rising  growth  in  health  care 

costs. 

Health  proposals  are  now  under  consideration  which  would  limit 
the  growth  in  health  spending  to  the  gross  national  product,  and 
the  table  on  page  14  of  my  testimony  shows  the  potential  impact 
of  such  a  policy  on  wage  levels  in  the  year  2000.  We  are  projecting 
that  wage  levels  could  grow  to  about  $46,572  by  the  year  2000, 
with  employer  health  care  costs  at  about  $5,800  per  working  fam- 
ily. If  we  control  the  rate  of  growth  in  health  spending  to  the  GNP, 
wages  will  be  almost  $900  higher  per  family  in  the  year  2000  than 
they  are  currently  projected  to  be.  The  cumulative  effect  of  this  will 
be  an  increase  in  wages  over  the  1994  through  2000  period  of  about 
$3,200.  Another  way  of  looking  at  this  is  that  the  cost  of  allowing 
health  care  costs  to  grow  faster  than  the  gross  national  product 
will  be  a  loss  of  wages  of  about  $3,200  per  family  by  the  vear  2000. 

I  want  to  make  a  point  here  that  there  are  many  technical  and 
political  barriers 

The  Chairman.  We'll  give  you  a  couple  more  minutes,  and  then 
we'll  move  to  questions. 

Mr.  Sheils.  Thank  you.  I  am  about  to  finish. 

There  are  many  technical  and  political  barriers  to  achieving  this 
kind  of  cost  control.  In  fact,  some  of  this  growth  in  cost  may  be  as- 
sociated with  increases  in  medical  technology  that  really  do  rep- 
resent a  good  value  to  the  American  consumer.  I  think  the  chal- 
lenge we  are  facing  here,  though,  is  to  strike  a  balance  in  spending 
levels  which  assures  that  Americans  derive  a  good  value  from  their 
health  care  system. 

This  concludes  my  remarks,  and  I  am  happy  to  take  questions 
and  any  follow-up  that  you  may  have. 

[The  prepared  statement  of  Mr.  Sheils  appears  at  the  conclusion 
of  the  hearing.] 
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The  Chairman.  Thank  you,  Mr.  Shells. 

We'll  follow  a  10-minute  rule  on  questions, 

Ms.  Wilson,  let  me  ask  you,  if  finding  health  insurance  has  been 
so  difficult  and  the  costs  have  been  so  high,  why  do  you  have  it? 

Ms.  Wilson.  Because  I  feel  it  is  necessary;  I  need  it  for  my  fam- 
ily. I  could  lose  everything  that  I  have,  that  I  have  worked  so  hard 
for,  and  I  don't  feel  that  anybody  should  have  to  lose  anything  be- 
cause of  health  care.  It  should  be  a  necessity.  That's  more  or  less 
how  I  feel. 

The  Chairman.  If  you  didn't  have  it,  and  members  of  your  family 
got  sick,  the  cost  of  those  bills  could  go  up  and  up  and  up,  and  you 
would  have  to  either  sell  your  business  or  mortgage  your  home,  or 
sell  it,  in  order  to  pay  those  bills. 

Ms.  Wilson.  Yes,  or  lose  my  home. 

The  Chairman.  And  this  is  what  you  are  really  faced  with,  in  the 
harsh  reality,  and  I  suppose  you  had  a  whiff  of  that  when  your  son 
had  his  accident  riding  his  bicycle. 

Ms.  Wilson.  Yes,  that  was  my  fear. 

The  Chairman.  You  saw  those  medical  bills  going  up. 

Ms.  Wilson.  That's  right. 

The  Chairman.  And  you  were  glad  to  try  to  pay  off  that  bill, 
weren't  you,  but  you  wanted  a  little  time  to  be  able  to  pay  it  off. 

Ms.  Wilson.  Yes,  because  I  couldn't  afford  it.  I  was  just  afraid 
that  they  would  put  a  lien  on  my  house  or  something  like  that,  due 
to  medical  bills,  and  I  worked  so  hard  for  that,  and  I  don't  want 
that  to  happen. 

The  Chairman.  That's  right,  but  you  obviously  want  to  make 
sure  your  children  are  taken  care  of. 

Ms.  Wilson.  Definitely.  My  mgiin  concern  is  my  family,  and  my 
business  is  the  family  to  me.  That  is  my  main  concern  that  no  one 
should  be  without  health  insurance. 

The  Chairman.  So  you  are  concerned  about  your  four  boys,  but 
you  are  concerned  about  the  workers  there  as  well,  because  they 
are  part  of  your  whole  family. 

Ms.  Wilson.  That's  right,  they  are. 

The  Chairman.  That  is  a  wonderful,  commendable  quality, 
shared,  I  am  sure,  by  millions  of  other  small  businessmen  and 
women  who  are  caught  in  this  dilemma. 

Did  you  spend  a  lot  of  time  looking  for  health  insurance  when 
you  first  got  started? 

Ms.  Wilson.  Yes,  I  did.  From  1988  through  1990,  I  called  many 
insurance  companies. 

The  Chairman.  And  that  took  a  lot  of  time  and  energy  and  effort 
to  do  that. 

Ms.  Wilson.  Yes,  that's  right. 

The  Chairman.  What  did  most  of  the  companies  tell  you? 

Ms.  Wilson.  They  told  me,  "We  don't  usually  sell  insurance  to 
small  businesses  with  less  than  ten  employees." 

The  Chairman.  That's  a  nice  predicament.  We  don't  hear  that 
talked  about  so  much  by  many  companies. 

Then,  you  were  able  to  get  into  a  program  that,  as  I  understand 
it,  was  actually  contributed  to  by  the  State  for  small  businesses; 
and  that  program  has  been  terminated,  has  it  not? 

Ms.  Wil^ON.  Yes,  it  has. 
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The  Chairman.  It  was  terminated  recently  in  Massachusetts 
under  Grovemor  Weld. 

Ms.  Wilson.  Yes,  in  April  of  1992. 

The  Chairman.  We  see  how  some  of  these  budget  cuts  really 
have  an  impact  on  families,  and  here  is  a  perfect  example. 

How  do  the  costs  of  your  health  care  fit  into  the  other  kinds  of 
expenses  in  your  company? 

Ms.  Wilson.  It  is  number  two. 

The  Chairman.  Probably  outside  of  gas  and  oil,  I  suppose,  and 
the  cost  of  keeping  the  trucks  up. 

Ms.  Wilson.  Yes,  that's  number  one. 

The  Chairman.  And  then  health  care  costs  is  number  two. 

Ms.  Wilson.  Yes. 

The  Chairman.  And  I  think  you  have  given  us  a  pretty  good  in- 
sight on  the  costs  that  are  being  paid  by  the  company  and  by  the 
employees. 

How  is  your  son  doing  now? 

Ms.  Wilson.  He  is  doing  good,  thank  you.  Thank  God,  it  wasn't 
anything  serious,  because  then  I  would  really  be  in  trouble. 

The  Chairman.  Because  you  didn't  have  any  insurance  at  that 
time. 

Ms.  Wilson.  That's  right;  I  did  not. 

The  Chairman.  It  is  appalling  to  me  that  you  have  to  oversee 
which  sports  or  activities  your  children  can  be  involved  in  because 
of  the  fear  of  some  kind  of  accident  that  would  make  it  financially 
devastating  both  to  your  family  and  to  your  business.  That's  an  in- 
dict in  terms  of  the  current  crisis  of  the  highest  order  as  well.  We 
don't  think  about  that  very  often,  and  I  am  sure  there  are  millions 
of  parents  like  yourselves  who  are  thinking  about  that  every,  single 
day. 

You  are  a  wonderful  witness,  Ms.  Wilson,  and  we  are  glad  to 
have  you  here,  and  hopefully,  because  of  vour  testimony,  we'll  be 
able  to  get  something  aone.  That  is  what  tnis  business  is  really  all 
about.  If  all  the  members  of  the  U.S.  Senate  could  hear  your  story, 
I  think  we  could  make  sure  we  get  this  program  passed  this  year. 

Just  very  briefly,  Mr.  Crandali,  you  sit  on  the  Business  Round- 
table,  and  you  have  done  a  lot  of  work,  and  I  am  sure  you  are  on 
many  boards  of  directors.  Do  you  find  that  the  kind  of  situation  you 
have  described  today  is  common  among  companies? 

Mr.  Crandall.  I  think  there  is  a  veiy  pervasive,  widely  shared 
conviction.  Senator,  that  health  care  costs  are  rising  much  too  rap- 
idly and  that  we  simply  have  to  find  more  cost-effective  ways  to  be 
responsive  to  the  kinds  of  concerns  that  we  have  heard  about  here 
this  morning. 

The  Chairman.  Morty,  when  you  cap  the  companies'  retiree 
health  insurance  obligations,  I  suppose  someone  has  to  come  up 
with  the  rest  of  the  bill;  do  the  retirees  end  up  paying  more 
through  this  kind  of  cost-sharing? 

Mr.  Bahr.  That  would  be  the  case.  What  we  succeeded  in  doing 
in  all  of  the  major  contracts  was  grandfathering  all  retirees  up 
until  August  of  1995,  so  if  the  costs  do  go  through  the  cap  they 
would  not  have  to  pay  it.  And  if  we  are  not  successful  in  extending 
that  in  the  next  contract,  yes,  they  would  be  paying  that  difference, 
and  at  a  time  when  they  could  least  afford  it. 
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The  Chairman.  Absolutely.  You  are  under  enormous  pressures, 
I  would  imagine,  in  terms  of  employment.  Do  you  find  increasing 
pressures  in  terms  of  part-time  workers  as  well  from  companies 
and  corporations? 

Mr.  Bahr.  As  Mr.  Crandall  said  he  is  beginning  to  do,  we  are 
seeing  become  the  norm — whether  you  call  them  "temps"  or  "term 
employees"  or  whatever,  companies  are  begfinning  to  do  that  to 
avoid  paying  the  benefits. 

The  Chairman.  And  do  you  think  that  this  is  one  of  the  prin- 
ciples reasons  they  are  doing  it,  to  avoid  paying  benefits? 

Mr.  Bahr.  Oh,  I  don't  think  there  is  any  question.  They  are  very 
much  above  board  about  it. 

The  Chairman.  If  you  look  back,  say,  over  the  last  5  years  at  the 
times  that  you  have  had  any  kind  of  strikes,  what  percent  of  those 
strikes  have  been  related  to  health  care  disputes? 

Mr.  Bahr.  Every  one.  I  might  add,  Senator,  that  the  analogy  Mr. 
Crandall  made  about  him  picking  up  the  costs  that  perhaps  his 
competitors  are  sharing  with  them  because  they  are  not  paying  I 
think  is  very  pervasive  in  telecommunications,  because  now  that 
we  have  competition,  we  have  all  the  new  companies  that  started, 
that  are  paying  not  only  lower  wages,  but  are  not  paying  anywhere 
near  the  health  benefits  that  the  old  Bell  System,  GT  and  some  of 
the  other  companies  are  paying,  obviously  giving  them  a  great  ad- 
vantage in  the  marketplace. 

The  Chairman.  Basically,  you  are  subsidizing  them,  or  someone 
is  subsidizing  them. 

Mr.  Bahr.  That's  correct. 

The  Chairman.  Because  if  they  get  sick,  someone  is  looking  out 
after  them. 

Mr.  Bahr.  That's  right.  I  think  even  where  we  have  moved  to 
managed  care  and  getting  a  reduction  in  price,  those  doctors  are 
charging — as  I  think  Ms.  Tyson  said  this  morning,  it's  like  the  bal- 
loon when  you  push  it  in  on  one  end  and  it  comes  out  on  the  other. 
We  have  had  doctors  who  have  refused  to  join  the  network,  who 
tell  us  very  clearly  and  plainly  that,  "When  I  got  out  of  medical 
school,  I  determined  what  I  was  going  to  earn,  and  I  can't  earn  it 
in  your  network." 

So  unless  there  is  a  national  solution,  someone  is  going  to  pay 
for  every  cost  saving  that  we  make  with  a  particular  employer. 

The  Chairman.  Thank  you. 

Senator  Pell. 

Senator  Pell.  Thank  you,  Mr.  Chairman. 

I  too  would  like  to  compliment  Francine  Wilson  on  her  testimony, 
which  is  very  moving  and  very  first-hand. 

Welcome,  Mr.  Crandall,  who  has  many  Rhode  Island  connections. 

Mr.  Crandall.  Thank  you.  Senator.  There  are  so  few  of  us,  it  is 
nice  to  see  another  one. 

Senator  Pell.  Well,  half  of  one  percent  of  any  group  is  from 
Rhode  Island.  We  try  to  make  sure  that  happens  with  the  appro- 
priations when  them  come,  too. 

You  testified  that  you  feel  it  unfair  for  companies  like  American 
Airlines  to  pick  up  the  health  care  costs  for  firms  that  refuse  to 
provide  such  insurance.  Could  you  enlarge  on  that  a  little  bit? 


39 

Mr.  Crandall.  Well,  Senator,  we  have  heard  various  references 
to  it  this  morning.  We  have  well  over  100,000  people  employed  by 
our  company.  They  have  the  same  aspirations  all  the  rest  of  us  do. 
They  want  a  decent  life  and  employment  security.  And  in  order  to 
have  that,  our  company  has  to  offer  the  public  a  competitive  value. 
People  aren't  going  to  buy  tickets  from  me  if  they  can  buy  them 
from  somebody  else  for  less  money. 

Now,  to  the  extent  that  some  competitive  airline  does  not  offer 
the  same  health  care  benefits  we  do,  and  to  the  extent  therefore 
that  we  have  to  pay  those  costs  and  pass  those  costs  along  to  our 
passengers  in  the  form  of  higher  ticket  prices  or,  as  we  have  in  re- 
cent years,  along  to  our  shareholders  in  the  form  of  losses,  the  em- 
ployment security  of  those  100,000  people  who  work  for  my  com- 
pany is  threatened. 

I  think  it  is  very  important  to  keep  in  mind  that  big  corporations 
are  often  thought  of  as  sort  of  inanimate  things;  they  are  not.  They 
are  simply  very  large  groups  of  people,  all  trying  to  do  what  all  of 
us  are  trying  to  do,  and  that  is  live  a  decent  life.  So  I  think  health 
care,  as  Francine  Wilson  has  told  us,  is  in  fact — and  I  think  most 
Americans  believe — something  everybody  ought  to  have.  I  think  we 
all  ought  to  participate  in  paying  our  fair  snare  of  the  cost,  but  I 
don't  think  we  can  have  a  reasonably  and  fairly  competitive  econ- 
omy if  some  of  us  are  paying  the  other  fellow's  costs  as  well  as  our 
own. 

Senator  Pell.  In  your  statement,  you  mentioned  that  the  costs 
we  have  are  about  double  those  of  Great  Britain. 

Mr.  Crandall.  In  terms  of  percentage  of  our  gross  domestic 
product,  yes,  sir. 

Senator  Pell.  As  a  percentage  of  GDP.  But  isn't  the  reason  for 
that  that  in  Great  Britain,  they  have  a  system  of  rationing  and 
treatments  where  you  don't  get  the  same  treatment  when  you  are 
75  as  when  you  are  25.  With  enough  rationing,  you  can  ratchet 
your  costs  down  to  any  price  you  wish.  Is  it  your  thought  that  we 
will  have  to  adopt  some  system  of  rationing  before  we  are  through? 

Mr.  Crandall.  Well,  Senator,  that's  a  different  issue,  of  course. 
I  think  that's  an  issue  much  broader  than  the  issue  of  how  we 
should  distribute  the  cost  of  health  care.  That  comes  to  the  ques- 
tion of  how  much  of  our  gross  domestic  product  we  wish  to  spend 
on  health  care,  whether  we  want  to  move  toward  rationing,  or 
whether  we  want  to  move  toward  more  stringent  methods  of  avoid- 
ing waste  in  the  system. 

My  own  view  is  that  rationing  is  something  that  the  American 
public  is  going  to  have  a  very  hard  time  dealing  with.  My  own  pref- 
erence would  be  to  move  very  aggressively  to  eliminate  the  waste 
from  the  svstem,  to  eliminate  litigation  costs  from  the  system,  to 
eliminate  duplication  from  the  system,  and  thus  do  our  best  to  pro- 
vide all  the  care  that  anybody  and  everybody  needs.  If  and  when 
we  reach  the  conclusion  that  we  cannot  ao  so,  we  may  have  to  face 
the  rationing  issue,  but  I  think  in  the  near  term  we  ought  to  do 
our  best  to  make  the  system  more  efficient  rather  than  move  imme- 
diately toward  the  notion  of  rationing  care. 

Senator  Pell.  Thank  you  very  much,  indeed. 

Mr.  Crandall.  Yes,  sir. 

The  Chairman.  Senator  Metzenbaum. 
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Senator  Metzenbaum.  Mr.  Chairman,  I  want  to  compliment  you. 
You  have  brought  before  us  today  the  head  of  certainly  one  of 
America's  most  preeminent  airlines,  extremely  well-run,  and  we 
are  pleased  that  he  is  with  us  to  share  his  views. 

I  welcome  my  good  friend  Morty  Bahr,  who  has  unquestionably 
one  of  the  finest  unions  in  this  country,  one  that  in  private  life  I 
had  the  privilege  of  representing  as  a  lawyer.  I  have  tremendous 
respect  for  him  and  for  the  union. 

Ms.  Wilson  is  a  perfect  example  of  a  small  business  person  trying 
to  make  ends  meet  in  an  economy  where  health  care  costs  are  sud- 
denly bursting  out  of  all  proportion. 

And  we  welcome  Mr.  Sheils  as  well,  who  helps  us  with  the  docu- 
mentary figures. 

What  is  concerning  me  as  I  sit  here — I  want  to  say  to  Mr. 
Crandall  that  I  don't  agree  with  you  that  the  litigation  costs  are 
nearlv  the  figure  that  you  used.  It  is  a  factor,  but  I  think  consider- 
ably less,  and  I  think  it  is  a  subject  to  which  we  have  to  give  some 
attention,  but  I  don't  think  that's  the  problem.  I  think  the  problem 
is  at  the  level  of  the  doctor.  The  doctor  has  learned  how  to  build 
up  his  fee  bill.  He  sends  you  out  for  a  hemogram  or  an  EKG  or  uric 
acid  or  a  sedimentation  test,  or  any  one  of  50  different  tests,  100 
different  tests.  And  they  aren't  being  done  by  independent  entre- 
preneurs; they  are  part  of  his  bill.  So  his  bill  isn't  $50  or  $60  or 
$100— it  is  $500. 

In  Canada,  I  sat  opposite  a  man,  a  doctor,  a  member  of  the  Con- 
servative Party,  a  doctor  in  Prince  Edward's  Island.  He  is  very 
happy,  and  he  tninks  the  system  works  very  well.  I  said,  "What  do 
you  get  for  an  office  visit?  Fifteen  dollars.  I  dropped  my  teeth.  I 
just  couldn't  believe  $15.  The  doctors  that  I  know  don't  think  that 
is  money  anymore. 

My  question  to  you,  Mr.  Crandall,  and  you,  Mr.  Bahr — and  I'm 
not  sure  that  Ms.  Wilson  can  be  asked  to  address  this  question,  al- 
though she  is  certainly  welcome  to  if  she  cares  to — and  Mr.  Sheils 
is  this.  This  administration  is  determined  to  put  in  place  a  national 
health  care  plan.  Many  of  us  are  determined  to  help  the  adminis- 
tration achieve  that  objective.  From  this  point,  though,  until  that 
point  is  certainly  a  matter  of  many  months  and  conceivably  could 
be  a  period  of  years  and  conceivably  could  be  a  failure  and  may  not 
succeed. 

On  an  interim  basis,  do  you  have  any  suggestions  as  to  what  we 
could  call  upon  the  medical  profession  to  do  in  order  to  hold  down 
costs — and  I  include  in  the  medical  profession  the  hospital  groups, 
I  include  those  who  provide  supplemental  services,  I  include  the 
drug  industry,  I  include  the  total  area  of  providing  medical  care — 
and  certainly,  last  but  not  least,  is  the  insurance  industry,  which 
is  taking  25  cents  out  of  every  health  care  dollar  that  is  now  being 
spent  in  this  country. 

Do  you  have  any  thoughts  as  to  what  we  can  do  on  an  interim 
basis? 

Mr.  Crandall.  Well,  Senator,  I  guess  one  of  the  things  that 
makes  this  such  a  wonderful  country  is  that  we  have  the  ability  to 
have  different  points  of  view.  I  know  a  good  many  doctors,  and  I 
have  had  some  experience  with  hospitals  both  as  a  volunteer  and 
in  some  professional  associations.  I  frankly  think  we  have  a  vast 
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bigger  legal  problem.  I  don't  think  there  is  much  profiteering  in  the 
medical  system.  I  don't  know  many  doctors  whose  income  is  exces- 
sive in  terms  of  their  training,  I  don't  know  many  hospitals  that 
are  achieving  large  returns  on  the  capital  they  invest. 

I  think  there  are  two  policy  initiatives  that  we  can  move  toward 
very  quickly. 

The  Chairman.  Would  the  Senator  yield? 

Senator  METZE^fBAUM.  Yes. 

The  Chairman.  Do  you  know  that  since  1986,  doctors'  salaries 
have  doubled?  Can  you  tell  me  any  other  group  in  the  country 
whose  wages  are  even  close  to  that? 

Mr.  Crandall.  Senator,  you  know  more  about  the  income  than 
medical  professionals  than  I  do.  The  fact  is  that  such  information 
as  I  have  seen  on  general  practitioners  is  different  than  that.  I 
think  specialists  have  moved  up  a  good  deal. 

There  was  quite  an  interesting  article  in  the  Wall  Street  Journal 
the  other  day  about  Neiman  and  a  very  interesting  exchange  of  let- 
ters about  some  people  who  thought  he  was  making  too  much 
money,  and  other  people  who  thought  that  the  genius  that  he  was 
able  to  exercise  giving  people  back  the  use  of  their  legs  was  useful. 

The  Chairman.  Listen,  we're  all  glad  that  that  airline  pilot  are 
well-paid.  [Laughter.] 

Mr.  Crandall.  If  I  could  offer  just  two  thoughts,  I  would  like  to 
see  the  Federal  Government  take  a  very  vigorous  initiative  toward 
saying  to  the  medical  community,  for  heaven's  sake,  use  your 
equipment  and  use  your  facilities,  and  use  them  fully.  There  have 
been,  for  example,  some  inhibitions  because  of  the  antitrust  laws 
about  hospitals  working  together  to  share  facilities.  I'd  like  to  see 
those  inhibitions  removed,  and  I'd  like  to  see  us  try  and  maximize 
the  utilization  of  all  the  equipment  that  we  put  in  place. 

And  second,  with  due  respect.  Senator,  I  think  we  have  a  greater 
surplus  of  lawyers  than  we  do  of  doctors. 

Senator  Metzenbaum.  I  am  not  arguing  with  you  how  many  law- 
yers there  should  be  or  how  many  doctors  there  should  be,  or  how 
many  corporate  executives  making  $2  million  and  $5  million  and 
$10  million — that's  a  subject  for  another  day  which  I'd  be  very 
happy  to  discuss  with  you,  because  frankly,  I  think  corporate  ex- 
ecutives are  totally  overpaid  today.  So  if  we  are  going  to  get  into 
the  whole  panoply  of  our  economy,  let's  include  yourself  as  well. 

Mr.  Crandall.  I'd  be  most  happy  to  have  that  dialogue  with  you. 
But  I  can  tell  you,  Senator,  as  the  payor  of  a  lot  of  bills,  there  are 
louS  of  tests  being  run  that  we  are  paying  for,  which  tests  are  being 
run  primarily  because  of  concern  about  the  possibility  of  subse- 
quent litigation.  That  is  driving  a  lot  of  costs  in  the  system. 

Whether  the  $40  billion  estimate  I  cited  in  my  testimony  is  cor- 
rect or  not,  the  fact  is  there  is  some  surplus  cost  being  driven  by 
those  concerns.  Indeed,  if  you  look  at  some  of  the  data  on  what  in- 
dividual doctors  pay  for  malpractice  insurance,  they  are  very  big 
numbers. 

So  I  think  those  issues  are  the  ones  most  likely  to  yield  us  imme- 
diate, large  savings  in  terms  of  medical  cost  savings  while  we  wait 
for  the  introduction  for  a  comprehensive  medical  plan. 

Senator  Metzenbaum.  Morty. 
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Mr.  Bahr.  Senator,  I  don't  think  you  can  separate  the  issues  of 
cost  and  access.  Without  universal  coverage,  I  don't  think  you  can 
have  cost  controls  that  would  be  effective.  And  I  can  give  another 
example  to  what  I  gave  earlier. 

As  we  were  putting  our  managed  care  networks  together,  I  was 
present  when  a  hospital  administrator  in  Atlanta  complained  about 
us  using  the  hospital  a  couple  of  blocks  down  the  street  because  his 
hospital  was  going  to  be  in  trouble,  because  any  time  a  patient 
came  in  who  was  covered  with  the  AT&T  health  care,  the  bill  was 
increased  by  30  percent  to  take  care  of  the  indigent. 

So  unless  we  deal  with  the  problem  of  universal  coverage,  I  don't 
see  how  we  can  prevent  cost  shifting  from  one  consumer  to  an- 
other. 

Senator  Metzenbaum.  What  did  you  say  the  30  percent  extra 
was  for? 

Mr.  Bahr.  Because  of  the  quality  of  health  care  coverage  AT&T 
employees  have,  when  a  patient  entered  this  particular  hospital 
ana  was  covered  by  the  AT&T  health  care  plan,  the  bill  was  in- 
creased by  30  percent — this  is  the  cost  shifting  that  we  are  talking 
about — in  order  to  pay  for  those  who  use  the  emergency  room,  be- 
cause they  have  no  nealth  care. 

So  as  long  as  we  have  this  kind  of  cost  shifting  without  universal 
access,  I  think  everything  else  is  going  to  be  the  bandaid  approach. 

Senator  Metzenbaum.  Thank  you. 

Mr.  Bahr.  Mr.  Chairman,  if  I  could  be  excused,  I  have  a  1:00  air- 
plane to  catch. 

The  Chairman.  Is  it  on  American  Airlines?  You  can  stay  a  little 
longer.  [Laughter.] 

Mr.  Crandall.  We  need  the  business,  Senator.  Let  him  go. 

The  Chairman.  Senator  Wofford. 

Senator  WoFFORD.  As  you  leave,  could  you  comment  on  one  ques- 
tion? Do  you  find  that  in  addition  to  disputes  and  strikes,  that  the 
constant  issue  of  health  care  costs  in  labor  negotiations  is  affecting 
labor-management  cooperation  and  productivity  and  pulling  to- 
gether in  the  company? 

Mr.  Bahr.  Without  any  question.  Senator.  It  lingers  long  after, 
because  the  workers  know  that  it  is  going  to  be  a  continuing  dis- 
pute, and  it  does  taint  the  ability  of  people  to  have  the  kind  of  con- 
fidence that  is  required — ^the  trust.  Without  the  trust  factor,  you 
aren't  going  to  develop  a  cooperative  work  relationships  we  all  be- 
lieve are  necessary. 

Senator  Wofford.  Just  at  a  time  when  we  most  need  productiv- 
ity through  labor-management  cooperation.  I  found  in  Pennsylva- 
nia, as  labor  and  industry  secretary,  that  it  was  a  major  burden 
being  carried,  a  block  to  labor-management  cooperation  going  for- 
ward. 

Mr.  Bahr.  We  concur. 

Senator  Wofford.  I  won't  keep  you  from  your  plane.  Thank  you. 

The  Chairman.  Thank  you  very  much,  Morty. 

Mr.  Bahr.  Thank  you. 

Ms.  Wilson.  May  I  say  something  on  that  issue?  I  feel  that  the 
health  insurance  is  abused  by  some  doctors,  personally,  because  at 
the  time  when  my  son  hurt  his  elbow,  he  was  going  to  therapy,  and 
after  I  went  back  to  the  doctor  for  his  regular  checkup,  I  told  the 
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doctor,  "You  know,  I  have  been  going  to  therapy  with  my  son.  Is 
there  any  way  that  I  can  do  this  at  home  with  him?" — the  therapy; 
he  had  to  bend  his  arm  and  bathe  it  and  so  on.  I  thought  maybe 
I  could  do  this  at  home. 

He  said,  "Well,  not  really.  I  think  you  should  go  for  more  therapy 
with  him. 

So  I  said,  'The  reason  I'm  asking  is  because  I  don't  have  any 
health  insurance." 

Then  he  said,  "Oh,  then,  he  didn't  really  need  it  anyway."  I  was 
shocked  by  that.  Because  I  didn't  have  health  insurance,  it  changed 
the  whole  issue. 

The  Chairman.  Senator  Woflford. 

Senator  Wofford.  Mr.  Chairman,  if  Mr.  Crandall  has  an5dhing 
to  say  on  the  labor-management  cooperation  issue,  I'd  be  interested 
in  hearing  it. 

Mr.  Crandall.  Well,  Senator,  I  think  any  issue  which  confronts 
both  parties  to  a  labor-management  discussion  with  irreconcilable 
problems  inevitably  exacerbates  relationships.  You  know,  we  run  a 
service  business.  We  don't  manufacture  a  product.  The  only  thing 
we  have  to  sell  are  the  services  that  our  people  provide.  Clearly, 
as  a  company,  we  would  rather  be  perceived  as  a  sympathetic  and 
empathetic  institution  toward  our  employees.  And  the  consequence 
is  that,  given  a  choice,  we  would  have  an  all-inclusive  program  that 
paid  everything  for  everybody. 

The  problem  of  having  to  deprive  people  of  some  of  the  coverage 
that  they  have  had  in  the  past  simply  as  a  matter  of  our  perception 
that  we  cannot  pay  it  and  continue  to  be  in  business  inevitably 
casts  us  in  the  role  of  the  villain.  And,  as  I  think  Mort  says,  such 
disputes  translated  to  the  level  of  the  individual  exacerbate  and 
worsen  the  relationships  between  management  and  labor,  and  none 
of  us  want  that  to  happen.  So  I  think  such  disputes  are  clearly 
troublesome,  and  we  wish  we  didn't  have  them. 

Senator  Wofford.  I  gather  both  you  and  Mr.  Bahr  and  Ms.  Wil- 
son and  everyone  who  has  spoken  from  the  experience  of  business 
would  like  to  break  the  link  between  health  care  coverage  and  em- 
ployment in  at  least  one  respect,  namely,  that  when  you  leave  a 
company  or  lose  a  job  or  change  a  job,  you  don't  lose  your  coverage. 
That  kind  of  job  lock  I  take  it  you  and  everyone  here  would  like 
to  break. 

Mr.  Crandall.  Oh,  I  would  certainly  endorse  as  an  individual 
the  idea  of  comprehensive — ^the  notion  of  portability  of  coverage, 
the  universal  coverage  available  to  everybody  in  whatever  form,  I 
think  is  a  very  good  idea  for  our  society. 

Senator  Wofford.  Would  you  like  if  you  had  a  good  choice  to 
break  the  link  between  employers  and  insurance  so  that  you  no 
longer  had  to  go  through  the  long  list  of  things  you  did  to  bring 
costs  under  control?  Would  you  like  to  get  out  of  managing  health 
insurance  and  have — whether  it  is  regional  purchasing  coops  or 
other  choices — would  you  like  to  have  that  burden  of  administering 
health  care  taken  off  of  business? 

Mr.  Crandall.  I  would  just  as  soon  not  have  to  decide,  Senator, 
whether  somebody  lives  or  dies. 

Senator  Wofford.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 
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We  thank  our  witnesses.  The  testimony  has  made  clear  that  the 
cost  of  doing  nothing  is  the  highest  cost  of  all;  whether  the  issue 
is  the  budget  deficit,  living  standards  or  survival  of  businesses, 
large  and  small,  we  can  no  longer  duck  the  issue  of  comprehensive 
reform.  I  beheve  that  this  is  the  year  for  action,  and  we  look  for- 
ward to  the  administration's  proposal  and,  hopefully,  successful  im- 
plementation. ,      ,    /.  n         1 

[The  prepred  statement  of  Mr.  Shells  follows:] 
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Prepared  Statement  of  John  Shells 

My  name  Is  John  Shall*.  I  Bfli  B  vlc«  preBldenl  wllh  Lawln-VHI.  a  Washlnglon  basod 
consulting  nrm.  spcclaHzIng  In  health  Mr«  flnandng  Issues.  Our  lirm  has  conducted  numerous 
studies  ol  the  financial  Impact  ol  fislng  health  care  costs  and  Ihe  growing  uninsured  populaUon. 
We  have  also  pertormod  llnanclal  analyses  ot  various  health  care  relorm  proposals  lor  several 
pubnc  and  private  organizations.  We  recently  completed  a  study  for  Ihe  Service  Employees 
International  Union  (SEIU)  of  fhe  Impact  of  rising  health  care  costs  on  wages. 

I  was  asked  to  present  pro)odlons  ol  health  eperxting  In  luture  years  and  to  esUmale  Ihe 
Impact  ol  these  rising  health  care  costs  on  wage  growth.  I  was  also  asked  to  present  proledtons 
of  Ihe  number  of  uninsured  persons  under  current  trends.  I  would  r.ka  to  acknowledge  DrJDavId 
Btapleton  and  Mr.  Randal  Haught  who  performed  much  ol  the  analysis  I  will  present  here  today. 
V/e  are  honored  to  have  Been  asRbd  to  present  oor  findings  this  nwmlng. 

My  testimony  Is  presented  In  three  parls: 

•  Trends  In  national  health  spending 

•  The  growing  uninsured  population 

•  The  Irr^ad  ol  rising  health  costs  on  wages 

I.  Trends  In  National  Health  Spending 

Health  care  has  grown  to  be  one  of  Ihe  largest  sedors  of  our  economy.  Health*  cats  In 
the  United  States  comprised  about  nine  percent  ol  gross  domeslte  product  (GDP)  In  1980  (Figure 
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t).  By  1993.  health  care  had  grown  to  about  14.4  percent  of  the  U.S.  economy.  Ttie  Health  Car* 
Rnar>dng  Administration  (HCFA)  projacts  that  health  epertdlng  will  rise  to  18.1  percent  of  QDP 
by  2000  and  projects  that  H  wll  rl6«  to  atxjut  32  percent  o(  GDP  by  2030. 

RiBlng  health  care  C09t9  are  having  a  dramatic  Impact  on  both  the  government  and  the 
prtvate  sector.  In  )udt  three  years,  national  health  spending  Increased  from  $666  billion  In  1990 
to  alXHtt  $903  billion  In  1993  (Figure  2).  Federal  health  spending  Increased  from  $195  billion  In 
1990  to  over  $290  billion  by  1993.  Private  sector  health  spending  also  Increased  by  about  $100 
billion  during  this  same  period. 

Total  health  spending  Is  pro|ected  to  rise  to  over  $1.7  trillion  by  2000.  Qovemmenl 
programs  will  shoulder  a  disproportionate  share  of  rising  health  care  costs.  The  percentage  of 
total  fwalth  spending  (said  by  the  federal  government  will  increase  from  about  29  percent  In  1990 
to  ^ibout  35.5  percent  by  2000.  State  and  local  spending  will  Increase  from  13.1  percent  in  1990 
to  over  IB  percent  by  2000.  Federal  spending  will  rise  to  $617  billion  while  private  sector 
spending  will  rise  about  $860  billion  by  2000.  State  and  local  government  spending  will  roughly 
double  from  $131  billion  In  1993  lo  about  $262  bflllon  by  2000. 

Another  way  of  viewing  the  rapid  rise  In  health  care  costs  la  that  an  Increasingly  large 
share  of  the  growth  In  our  national  Income  Is  absorbed  by  the  health  care  sector.  For  example, 
total  gross  domestic  product  will  grow  by  $350  billion  between  1992  and  1993,  of  which  $83.4 
billion  (24  percent)  will  be  spent  on  health  care.  Thus,  about  24  cents  out  of  every  dollar  of 
economic  growth  Is  absorbed  by  the  health  care  sector.  HCFA  projects  Uiat  a  similar  proportion 
of  the  growth  In  the  economy  wlB  be  spent  on  the  health  care  sector  through  2000  (Figure  3). 

In  fad,  we  would  expect  that  as  a  sodety  becomes  mote  affluent,  we  will  spend  a  larger 
share  of  our  Income  on  htealfh  care.  Bui,  the  shilt  In  national  wealth  to  the  health  care  sector  has 
boon  so  great  that  It  has  mar1<edly  slowed  growth  In  ttie  general  standard  of  living  for  the  average 
American.  It  may  also  slow  economic  growth  by  diverling  resources  from  Investment  and  other 
growth  sectors  o(  the  economy.  Moreover,  the  rising  cost  of  health  care  has  made  Insurance 
coverage  Increasingly  unaffordablo  to  Americana. 
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It.         Iiuurane*  Coveraga 

The  1980s  were  a  paradox  of  dramatic  Increases  In  healtti  spending  and  diminished 
access  lo  care.  Health  spending  as  a  percentage  o(  gross  national  product  grew  from  about  9.1 
percent  In  1980  to  atxHit  13  percent  by  1991  (Figure  4).  Desplto  the  dramatic  growth  In  the  share 
of  otir  national  wealth  devoted  to  health  care,  the  number  ol  persons  without  health  Insurance 
Increased  from  25.8  mlinon  In  1980  lo  over  35.4  minion  by  1991.  Rising  costs  have  made  health 
Insuttince  less  affordable  to  both  employers  and  individuals,  conJrIbulIng  to  a  decflne  in  Insurance 
coverage.  Cost  containment  will  be  an  essential  element  of  any  program  to  expand  Insurance 
coverage  and  could  prove  vital  In  maintaining  even  the  existing  level  of  access.  (Table  1  presents 
the  number  of  uninsured  by  state  In  1991). 

Much  of  the  loss  In  coverage  has  been  among  employed  persons.  The  percentage  of 
workers  with  coverage  on  their  job  declined  from  about  69.2  percent  in  1987  to  57.5  percent  In 
1 99 1  (Figure  5).  The  number  ol  workers  without  coverage  on  their  Job  Increased  from  46.9  million 
In  1987  to  49.8  million  In  1991. 

Individuals  who  do  not  have  employer  coverage  can  purchase  Individual  non-group 
Insurance  provided  It  Is  available  at  an  alfordable  premium.  However,  the  percentage  of  persons 
who  purchase  this  coverage  Is  declining.  In  1987.  about  39  percent  of  persons  who  did  not  have 
oovarage  through  employment  or  public  programs  purchased  non-group  Insurance  (Figure  6). 
The  remainder  weni  without  Insurance  coverage.  By  1991,  the  percentage  of  persons  without 
public  or  employment  coverage  who  purchased  non-group  Insurance  declined  to  36.9  percent, 
leaving  a  larger  share  of  the  population  uninsured. 

We  project  that  under  cunent  trends,  the  number  ol  persons  who  are  without  Insurance 
at  any  given  point  In  time  wlH  Increase  to  38.3  million  persons  In  1993  (Flgurw  7).  In  fact,  about 
51  million  persons  will  be  without  Insurance  at  one  or  more  times  during  the  year.  At  current 
trends,  we  project  that  the  number  of  persons  without  Insurance  will  Increase  to  about  44.5  million 
persons  by  2000. 
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PERCENT  OF  WORKERS  WrTH  COVERAGE 
ON  THEIR  OWN  JOB 


59.2% 


58.5% 


1987 


1988 


1989  1990 


57.5% 


1991 


RGUREB 

PERCENT  OF  POPULATION  WfTHOUT  PUBUC  OR 

EMPLOYER  COVCRAGC  WHO 

PURCHASE  INDIVIDUAL  COVERAGE 


1987  1988  1989  1990 

Sau(c«:  L«w*n-VHI  Analyila  o<  ttt  Currtnl  Popultton  Survey  Oil* 


1991 


PROJECTED  NUMBER  OF  UNINSURED  PERSONS 
THROUGH  2000 


Number  of  Uninsured  Persons  (In  millions) 


347   35.4 


13.9%  14.1% 


36.3 


14.3% 


373 


146% 


38.3 


39.4 


40.2 


15 1%     is.ay. 
14  8%    '"^ 


41.3 


15.6% 


42.2 
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43.3 


18.1% 
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16.4% 


Health  Spending  as  a  %  of  Gross  Domestic  Product 
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FIGURE  8 

AVERAGE  PERCENTAGE  OF  REAL  GROWTH  IN  EARNINGS 

PER  FAMILY  FOR  FAMILIES 

WITH  EARNINGS 

(percent  per  year) 


1.2 
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0.8 
0.6 
0.4 
0.2  I 
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1.15% 


1.06% 


Actual  Real 
Wage  Growth 


If  Costs  Tied 
to  GNP  Growth 


Projected  Real 
I  Wage  Growth 


If  Costs  Tied 
to  GNP  Growth 


1980-1992 


1994-2000 


m.       Th«  Impact  of  Rliing  HaaHh  CoiU  on  Wagts 

The  rising  cost  ol  tieallh  car*  Is  one  of  the  factors  tKal  depressed  ttie  rata  of  growth  \A 
wage  and  salary  lrx»me  during  the  past  decade.  Employers  are  llmtted  In  Ihe  total  amount  they 
can  spend  on  cofTX5«nsat1on  -  which  kwludee  wages  and  other  l>«nef«8  -  bi  the  prices  they  ar« 
able  to  charge  for  their  products  In  (he  market  plac«.  Cmployere  typically  cannot  absorb  »n 
^Kraaag  In  health  Insurance  costs  wtihotrt  ortsetting  wage  end  salary  paymenta.  Thus,  Increasas 
In  health  costs  result  In  a  larger  share  of  total  employee  compensation  going  to  health  care  wHh 
an  oHsetlIng  reduction  In  the  stwre  paid  In  wages.  A  tavtew  of  the  ecorxjmie  Keralure  and 
examination  of  hlsiorlcal  data.  Indicates  that  wages  and  salaries  are  reduced  by  about  88  cents 
lor  eveiy  dollar  Irxxeasa  In  employer  health  care  costs. 

During  the  1980  throu^  1992  period,  real  wagei  (I.e..  wage  growth  In  excess  of  Innatlon) 
per  worltlng  (amity  grew  at  about  0.83  percent  per  year  (Figure  8).  Had  health  spending  bean 
controlled  rxjt  to  exceed  the  growth  In  GNP,  employers  would  have  been  able  to  pay  a  larger 
share  o(  compensation  In  wages.  If  tfils  had  occurred,  rsal  wage  growth  wotHd  have  b«en  about 
1.06  percent  per  year.  Average  wages  per  wortdng  (amily  woiid  t>a  about  $849  higher  tt«n  they 
an  today  (Table  2).  The  cumutellve  Increase  In  wages  (or  wortdng  famlfles  over  the  1980  through 
1992  period  would  iMva  t>«*n  $3,751  per  family. 

Implementing  an  effective  cost  control  strategy  could  also  enhance  earnings  growth  In 
future  years.  For  example.  K  the  growth  In  heaJlh  spending  were  controlled  not  to  exceed  the 
growth  In  gross  domestic  product  beginning  In  1995,  health  spending  In  2000  would  be  about 
$288  billon  less  than  currantty  protected.  Much  of  this  savings  wotild  aecnje  to  employers.  TWt 
would  permit  employers  to  pay  a  larger  share  of  total  compensation  In  wages.  This  would 
accelerate  real  wage  growth  frcm  its  currently  projected  level  of  0.99  percent  per  year  to  1.18 
percent  over  Ihe  1 995  through  2000  period. 


Under  thie  scenario,  wages  In  2000  win  be  about  $892  higher  than  If  heallh  spending  Is 
allowed  to  grow  at  Its  current  rate  fTatjIe  3).  Ttw  cumulative  Increase  In  wages  over  this  period 
would  be  $3,189  par  lamly  with  earnings.  Another  way  of  Interpreting  this  estimate  la  that 
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TABLES 

AVERAGE  WAQES  FOH  WOBKIHQ  FAMIUES 

WITH  AND  WtTHOUT  COST  COffTROLS,  H80-19W 


1^  mmsm^smi^u  vim. 

q^t^l^^l 

ActuW 
(Wthoot  C««<  Contrt)l«)' 

ettltr<l«4 
(WMi  Co(t  Conlroli)' 

E«1lm«t«l 
kieniM 

1880 

120.881 

tSO.BSI 

I     0 

IMI 

22.654 

2Z90e 

51 

19S2 

24.09fl 

24.192 

93 

IMS 

25.1BS 

25.289 

124 

1064 

27.053 

27,198 

144 

1B8S 

28.426 

28.600 

171 

13M 

29.688 

30.098 

209 

10(7 

31.472 

31.710 

238 

leas 

33.238 

33.543 

304 

1909 

35,035 

33,428 

398 

1M0 

38.798 

J7.308 

612 

1991 

37.472 

38.161 

689 

1992 

39.931 

40.750 

818 

j;i^ii^;4^i^*i^i'i5^i5is;  i^^iii^^mm 

•  Total  ntaet  »r»  Inotn  9\«  Economic  Pegort  et  tti»  P^tldti^l  tor  1960  to  1991  ind  in  the 

H«i)lh  Cif»  Flnandnfl  AdmWtireDon  ■  eslim«t«  foi  1 992.  Thsw  w»ni  ilKkStd  by  BurMu 
of »»  C«r»o»  setiiTntM  ot  houwrio'*  with  tinings  (Of  1960  to  I9«t.  Th»  1992esDm»i» 
o1  hooeaho'ds  *«i  unliSJ  I*  Irom  Liwti-ICTi  Hotitn  B«n»<n»  Slimilatioo  MoO»l 

b  A»»jm««ih»tr»duc1)oo»ln«»TirHoy«  Br»m)ump«ym«ni3«tBoarv«t»d«ow«g»lnCf«»»M 

It  •  rat«  ol  sopioilmaieV  88  csnti  pt<  dollar.  M<»d  on  Ih*  >hsr«  ol  wigM  kt  total 
oompaniition  n«(  ol  cnployar  h*anh  ln*ur*nc«  piwnlum  paymants. 

Bouicai  Ltwin-iCF  eatknilu. 


TABLE  3 

POTEWnAL  WPACT  OF  SLOWING  THE  QROWTM  IN  HEALTH  8PBNDINQ  TO  THE  RATE 
OF  GROWTH  IN  QNP  STARTING  IN  1914  ON  WAQES  AND  SALARIES  FOR  COVERED 

WORKERS  IN  2000* 


l^^^i 

^^ 

mm^s^^i 

^^^^ 

^^ 

ISI^ 

^P^R 

FHfl  91ir 

1-9 

$48621 

17.600 

t11B4 

10  24 

47.399 

S.473 

838 

23  99 

43  963 

5.297 

812 

10&499 

45  223 

7.117 

1090 

600  or  Mora 

47.121 

6,492 

841 

Industry 

CortSucOon 

$52,280 

J3.807 

1580 

Manuneturtna 

49  2S9 

7.382 

1124 

Tnda  WtR 

40  318 

4.238 

645 

Sarvlcai 

41978 

4.162 

634 

Flrinc* 

51.409 

4495 

665 

Ftderti 

55.918 

5.731 

872 

Stita  ft  Looil 

42.400 

7.000 

1003 

otniw 

53.500 

7Z48 

1150 

pmrf^s:^mmm:ifiMi-^^mm.^it.^^ 

•     Inckjdaa  onljf  iniurad  wotkws  in  Irrra  l^al  ollar  Inauranca. 

b     Under  ttila  acanario.  avwnga  wnp>oyar  haalth  apandlng  par  urartiar  wW  ba  MS3  pwcant  lowar  than 

undar  curmnt  policy.    Wa  aaiuma  that  68  patcam  ol  thaaa  aavkiga  Id  •n\ployan  ara  oonvartad  to 

waQ««  and  aalarlaa. 

Laioflrv-ICF  aadmam  uaing  tha  Healh  BarMftta  Simulaaan  Modal  (HB6M). 
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allowing  health  apendlng  to  qtow  fastsr  then  QNP  will  cost  worWng  lamlies  about  $3,189  per 
family  In  lost  wages  by  2000. 

IV.  Caveats 

These  estimates  are  Intended  to  bo  niustrallve  of  the  potential  Imped  of  eftectlve  health 
expenditure  controls  on  wages.  In  lact,  no  mechanism  now  erisls  wtilch  could  b«  used  to  Impose 
eontrolB  on  the  rate  ol  growth  In  health  spending.  It  coJd  take  Mveral  years  to  develop  a 
mechanism  which  eMedlvely  controls  costs  depending  upon  the  approach  used.  Moreover,  the 
effectlvenesB  of  these  cost  control  meohanlsma  could  be  eroded  by  changes  In  provider  practice 
patterns  (volume  response,  etc.)  or  through  the  political  process.  However,  these  figures  Nlustrate 
that  cost  controls  could  have  a  significant  Impact  on  wages  In  future  years. 

Our  savings  esllmates  also  do  not  relied  potential  hidden  costs  associated  with  slowing  th« 
growth  In  health  spending.  For  example.  H  Is  argued  that  limits  on  health  spending  could  slow 
the  development  of  new  technologies  and  result  In  delays  In  receiving  health  care  services  such 
as  those  obsen/ed  In  Canada.  However,  even  under  such  a  budgeting  program,  spending  will 
remain  high  enough  that  we  should  be  able  to  avoid  many  of  these  problems.  For  example.  H 
the  growth  In  U.S.  health  spending  were  limited  to  QNP  grovsfth.  per-capita  health  spending  In  lhi« 
U.S.  would  continue  to  t>e  roughly  50  percent  greater  than  In  Canada. 


The  Chairman.  The  committee  stands  in  recess. 
[Whereupon,  at  12:20  p.m.,  the  committee  was  adjourned.] 
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